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ABSTRACT 
This thesis investigates the extent of compliance with International Financial 
Reporting Standards disclosure requirements in annual reports of listed companies in 
seven economies in transition countries in the Middle East region. This thesis extends 
the literature on corporate financial reporting in economies in transition. The adoption 
of International Financial Reporting Standards as one type of corporate financial 
reporting reform in economies in transition may increase the quantity and quality of 
corporate disclosure in annual reports, thus meeting the needs of market participants, 
particularly investors and creditors, and serving the purpose of economic reforms, in 
particular with regard to attracting foreign investments and retaining national capital 
and preventing capital leakage. 
To achieve the objective, the following analyses were conducted. First, the extent of 
compliance with International Financial Reporting Standards disclosure requirements 
in annual reports of listed companies was computed. The indexes of the extent of 
compliance with International Financial Reporting Standards disclosure requirements 
range from 23% to 90% with a mean of 69%. This indicates that there are substantial 
variations in the extent of compliance with International Financial Reporting 
Standards disclosure requirements in annual reports of listed companies in the seven 
countries. 
Second, a cross-sectional study was used to investigate what environmental factors 
were influencing variations in the extent of compliance with International Financial 
Reporting Standards disclosure requirements in annual reports of listed companies in 
the seven economies in transition. It was found that five variables can explain 75% of 
the cross-sectional variations in the extent of compliance with International Financial 
Reporting Standards disclosure requirements in annual reports. Of these variables, 
three are country-specific, namely level of foreign direct investment, capital market 
size and country governance regime, and two are firm-specific, namely company size 
and ownership structure were significantly associated with the extent of compliance 
with International Financial Reporting Standards in annual reports of listed companies 
iii 
in the seven economies in transition in the Middle East region. Consistent with the 
literature on disclosure and compliance with International Financial Reporting 
Standards, the results were mixed. The results suggest that it is the incentive of 
reforming the financial reporting environment, rather than the adoption of 
International Financial Reporting Standards per se that is crucial in corporate 
financial reporting reform for the seven economies in transition. This means that to 
achieve a high level of compliance with IFRS disclosure requirements in a country, a 
strong country governance regime with a high degree of political and economic 
freedom are needed. 
iv 
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CHAPTER I 
Introduction 
1.1 Preface 
Corporate financial reporting reform is currently one of the most pressing issues in 
developed countries in general and in economies in transition countries (ETCs)1 in 
particular. The ETCs in the Middle East region are an integral segment of the global 
economy and cannot, therefore, be viewed in isolation. Since the ETCs in the Middle 
East region compete for investment opportunities with other ETCs and developed 
countries, they have started to liberalise their economic systems in the last three 
decades. It is necessary, therefore, that the financial capital markets in the ETCs in the 
Middle East become well positioned if they are to play positively within the global 
capital markets. This requires that appropriate reform of corporate financial reporting 
(CFR) in these countries to be promoted (Saudagaran and Diga, 1997; and Belkaoui, 
2000). 
Thus, reform of CFR in economies in transition countries is not an end in itself, it is a 
means to promote economic reform, namely the development of a market economy. 
One such reform was replacing the previous financial reporting system with 
International Financial Reporting Standards (IFRSs)2, at which this study is directed. 
These standards, the IFRSs, are becoming accepted by security commissions throughout 
the world. Some countries use IFRSs as their domestic generally accepted accounting 
1 The term economy in transition is an economy, which is currently facing social and economic changes 
that are moving this economy from communist or Statist system to a free market economic system (Beim 
and Calomiris, 2001). 
2 The term `International Financial Reporting Standards' includes IFRSs, IFRIC Interpretations, IASs 
and SIC Interpretations (IASCF, 2003) 
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principle (GAAP), while other countries allow foreign companies to list on domestic 
exchanges using IFRSs rather than the domestic GAAP. 
The intent of adopting the IFRSs as a type of corporate financial reporting reform is 
crucial to the efficient economic reform in the ETCs in the Middle East. For companies 
in these countries, the adoption of IFRSs represents a significant change in the 
orientation of their corporate financial reporting system. In particular, corporate 
financial reporting system is a major element of corporate governance system (Cadbury 
Report, 1992; Whittington, 1993: Wright, 1996; Fox, 1999; Baker and Wallage, 2000; 
Nobes and Roberts, 2000; Forker, 1992; Forker and Green, 2000; and Bushman and 
Smith, 2001,2003). 
The corporate financial reporting process produces information, which is used by 
financial stakeholders (shareholders and creditors), to monitor the behaviour and actions 
of management and for making investment decisions. The change to IFRSs generally 
results in financial reports that contain greater transparency relative to those prepared 
under national standards. So far little is known about the link between corporate 
governance (CG) and corporate financial reporting in the ETCs. Whittington (1993), for 
example, suggests that "any consideration of how [corporate] financial reporting might 
be improved has to have regard to the system of corporate governance within which it 
operates". 
Based on this proposition, a study of `corporate financial reporting reform: the extent of 
compliance with IFRS disclosure requirements in annual reports of listed companies' in 
the ETCs in the Middle East region may reflect whether the nature of corporate 
financial reporting reform towards the adoption of IFRSs changes with their movement 
along the stages of a market economic system. Furthermore, there is an issue of whether 
a move directly to an `outsider' or neo-liberal-shareholder model of corporate 
governance, which largely formed the basis for setting IFRSs (as in the UK and USA) is 
likely to be more effective than a move to an `insider' or neo-corporatist-stakeholder 
model or neo-statist-stakeholder model which explicitly allows a significant role for the 
state as stakeholder. Whereas, the IFRS model exemplifies standards that focus on the 
decision-making needs of capital market participant, particularly investors and creditors 
(Alexander and Archer, 2005), the national accounting standards of the countries 
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switching to IFRSs are often heavily influenced by tax legislation and/or governmental 
macroeconomic policy considerations. Specifically, this study uses listed companies 
from Bahrain, Cyprus, United Arab Emirates (UAE), Kuwait, Jordan, Lebanon, and 
Egypt that have moved away from national financial accounting standards and toward 
some extent of compliance with IFRSs. 
The criterion for selecting only the above seven countries in the Middle East region is 
that these countries were claiming to have adopted IFRSs as national standards and 
listed companies are required to comply with IFRSs. In addition, this study examines 
whether `corporate financial reporting reform: the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in the seven ETCs in the 
Middle East region' can be associated with different environmental factors, such as 
degree of economic development, capital market development, and political and 
corporate governance systems. The seven ETCs have these differences. 
Financial statements prepared according to IFRSs are intended to provide transparent, 
comparable information to capital market participants and other external users making a 
variety of economic decisions (IASCF, 2003). The financial reporting systems of 
countries such as the seven ETCs, on the other hand, have historically either been 
designed to demonstrate conformance with national economic plans and/or analogous 
tax accounting. This study also attempts an initial investigation into whether the seven 
ETCs that have moved toward compliance with the international financial reporting 
model have in fact obtained quantifiable benefits. One could argue that if a full 
compliance with IFRS disclosure requirements cannot be obtained for the sample 
companies in this study, it is unlikely that results would be obtained from other parts of 
the world with similar environmental factors. On the contrary, it is also possible one 
could find a full compliance with IFRS disclosure requirements in other countries where 
the capital market is less developed. 
This chapter provides the foundation for the thesis. It discusses the problem to be 
investigated, its rationale and significance, the research questions and objectives, as well 
as the scope of the study. It also provides a summary of the research design and 
methodology undertaken. 
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1.2 Statement of the Research Problem 
Although many studies have explored the compliance with IFRSs, there is little research 
exploring the implications of moving toward compliance with IFRSs in the Middle East 
region. Al-Bastaki (1996), Joshi and Al-Bastaki (1999), Cairns, (2001b), Naser et al. 
(2002), Street and Gray, (2002), Joshi and Ramadhan, (2002), and Abd-Elsalam and 
Weetman, 2003) have empirically examined the implication of adopting IFRSs. 
However, these authors use either a substantially different sample set than is employed 
in this study and/or they apply a different methodology to assess the compliance with 
IFRSs. 
An association between corporate financial reporting and environmental factors is 
provided by both different disclosure theories and anecdotal evidence. Previous studies 
in disclosure and compliance with IFRSs have recognised a variety of environmental 
factors, both at the national and firm levels, affecting corporate financial reporting 
(Zeff, 1972; Nair and Frank, 1980; Cooke and Wallace, 1990; Saudagaran and Biddle, 
1992; Doupnik and Salter, 1995; Radebaugh and Gray, 1997; Walton et al., 1998; 
Roberts et al., 1998; Nobes, 1998; Tower et al., 1999; Nobes and Parker, 2000; 
Belkaoui, 2000; Ali and Hwang, 2000; Schultz Jr. and Lopez, 2001 ; Street and Gray, 
2002; Naser et at., 2002; Haniffa and Cooke, 2002,2005; Abd-Elsalam and Weetman, 
2003; Hope, 2003; and Akhtaruddin, 2005). Among the national environmental factors 
that have been identified, foreign influences, degree of economic development, legal 
and political system, capital markets development, and country governance system may 
be included. 
Though there are many investigations incorporating the use of different environmental 
factors, one problem that arises in research in this area is the failure to explore the 
country governance regime, despite the recognition of its importance to corporate 
financial reporting system. In recent years, there has been a call for research to look at 
the particular corporate governance characteristics inherent in a country to explain 
differences in corporate financial reporting. Since `disclosure' is one of the three broad 
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areas3 which constitute the financial reporting process (Choi et al, 1999), it is important 
for studies in this area to address the issues of country governance regime. 
This may provide better explanations of differences in the extent of compliance with 
IFRS disclosure requirements in annual reports of listed companies in the seven ETCs. 
In short, looking at the level of foreign direct investment influence, country governance 
regime, and other variables may provide a good explanation of the variations in the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies in the seven ETCs. If these factors differ significantly between the seven 
countries, it is expected that the extent of compliance with IFRS disclosure 
requirements in annual reports will also differ. 
1.3 Research Questions and Objectives 
This section provides a summary of research questions and objectives of the study. 
Detailed research questions and objectives are provided in Chapter 4, section 4.2. The 
seven ETCs in the Middle East region have many similarities as well as some important 
differences. Countries like Bahrain, Cyprus, Jordan, Lebanon and Egypt have 
developing economies and are in need of capital accumulation, whereas other oil rich 
countries such as UAE and Kuwait have enough capital to invest in foreign markets. 
The former five countries need to develop their capital markets and adopt the IFRSs in 
order to attract foreign capital, while the latter two countries need to retain national 
(local) capital and prevent capital leakage. Therefore, the study aims to expand on 
existing IFRS compliance research by focusing on the extent of compliance with IFRS 
disclosure requirements in the seven ETCs that historically do not have status for 
catering to the needs of capital markets. 
The main purpose of this study is to assess the extent of compliance with IFRS 
disclosure requirements and to explain the variations in the extent of compliance with 
IFRS disclosure requirements in annual reports of listed companies in seven ETCs in 
the Middle East region, based on two types of explanatory variables (namely, country- 
3 Three broad areas of financial reporting are (i) recognition and measurement, (ii) disclosure and (iii) 
auditing 
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specific and firm-specific characteristics). The study will examine the applicability of 
explanatory variables examined by other country-survey studies (especially firm- 
specific characteristics variables) as well as the proposed country-specific 
characteristics variables in this study. The possibility exists that variations in the extent 
of compliance with IFRS disclosure requirements in annual reports will not be shown to 
be influenced by all explanatory variables in hypothesised association direction. 
In order to achieve this, the study will measure the extent of compliance with IFRS 
disclosure requirements (Tower et al., 1999) by evaluating item-by-item the IFRS 
disclosures requirements in annual reports of listed companies and seek the possible 
explanations for companies with high or less compliance. In particular, the study 
attempts to find if the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies is associated with the two types of explanatory variables. 
In order to address the research objectives, the following specific research questions 
need to be answered within respect to the seven ETCs: 
a) What is the extent of compliance with IFRS disclosure requirements in annual reports 
of listed companies in the seven ETCs in the Middle East region? 
b) Which environmental factors are statistically significant in explaining the variations 
in the extent of compliance with IFRS disclosure requirements in annual reports of 
listed companies investigated? 
In short, based on the research questions, the specific objectives in this study are as 
follows: 
(i) To examine the extent of and cross-sectional variations between firms in the 
seven countries in compliance with IFRS disclosure requirements in annual 
reports of listed companies. 
(ii) To identify and evaluate the country and firm level factors, which may 
explain the cross-sectional variations in the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in the seven 
ETCs. 
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1.4 Significance of the Study 
The importance of undertaking this study is because there has been no extensive 
empirical research on the country-specific characteristics factors that may influence the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies in the seven ETCs in the Middle East region, which have adopted IFRSs as 
the national standards for listed companies. It also is the first study of its kind in the 
Middle East region in terms of set sample and methodology. It will also represent a 
further contribution to the financial reporting literature on ETCs. 
Although there have been two previous worldwide survey studies4 on compliance with 
IFRSs that have included some companies in some of the seven ETCs, the present study 
differs from both, as well as other studies, in that it includes country-specific 
characteristics as variables that have not been considered in the two prior studies on the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies in the seven ETCs. 
In addition, the study will provide insights into the observance of extent of compliance 
with IFRS disclosure requirements in annual reports of listed companies in the seven 
ETCs. A benefit of this is that listed companies in/and the seven ETCs may be able to a 
priori predict whether they could receive advantages by adopting and complying with 
IFRS disclosure requirements. Finding a statistically reliable association between 
variations in the extent of compliance with IFRS disclosure requirements and the 
explanatory variables would provide convincing evidence concerning these advantages. 
Furthermore, it has policy implications of potential interests to governments of the 
seven ETCs and financial regulatory agencies. This is also of use to the International 
Accounting Standards Board (IASB) as an international standard-setting body in 
evaluating its successes. 
To summarize, studying the extent of compliance with IFRS disclosure requirements in 
annual reports of listed companies in the seven ETCs will provide an additional insight 
into corporate financial reporting reform and will enhance understanding of factors that 
° Cairns (2000b), and Street and Gray (2001) 
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may influence the progress of these reforms in general and corporate transparency in 
particular in these economies. 
1.5 Scope and Limitations of the Study 
The literature that is discussed in this research is mostly based on studies conducted on 
developed countries. The applicability of this literature is limited because the 
environmental factors differ between developed countries and the seven ETCs, relative 
to both capital markets and companies. However, when there is no country-specific 
literature to depend on, hypotheses will be constructed with results from other 
developed country studies serving as guidance. The selected explanatory variables are 
also based on previous research and theories; country-specific characteristics variables 
were selected based on the literature that was thought to be significant in the context of 
the seven ETCs. The selection of the firm-specific variables was based on previous 
research on disclosure and compliance with IFRSs in developed and developing 
countries. 
In this study, the extent of compliance with IFRSs is limited to only disclosure 
requirements in corporate annual reports for the year ending 2002. This limitation 
reflects the fact that disclosure issues are more obviously relevant to transparency and 
hence to corporate governance; also measurement data are hard to access in the case of 
the seven ETCs. In addition, the study focuses on companies listed on the capital 
markets in the seven ETCs in the Middle East. The reason for not covering unlisted 
companies is because compliance with IFRS disclosure requirements is not required for 
unlisted companies in all these countries. 
The compliance with IFRS disclosure requirements checklist for this study is developed 
on the basis of the International Accounting Standards Presentation and Disclosure 
Checklist 2002. This limitation of using the International Accounting Standards 
Presentation and Disclosure Checklist is to make the results of this study comparable to 
other or future studies. 
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This study is essentially a cross-company study in seven economies in one region that 
looks at the extent of compliance with IFRS disclosure requirements in annual reports at 
one point in time (2002). Since Tower et al. (1999), Cairns (2000b), and Street and Gray 
(2001) undertook cross-country studies of compliance with IFRSs by listed companies 
for a one-year period, the focus on the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies at one point in time is justified. 
1.6 Research Methodology 
This section provides a summary of the research design and methodology used in this 
thesis. A detailed specification of the research design and methodology is provided in 
Chapter five. 
The research process in this study was undertaken in various steps. The first step in the 
research process involved a literature review to provide a model for the study and to 
discover findings from prior research on the general problem, identifying the relevant 
theories to the study being undertaken and assisting in selecting the appropriate research 
methodology and research procedures to help answer the research questions as well as 
to identify relevant explanatory variables to be considered in this study. 
In the second step, a compliance with IFRS disclosure requirements checklist and 
scoring approach were constructed based on previous research and applicability to the 
annual reports of listed companies in the seven ETCs. On the basis of `the International 
Accounting Standards Presentation and Disclosure Checklist 2002', the scoring sheet 
was finalized with a list of 345 IFRS disclosure requirement items. 
In the third step, a sample of 133 annual reports listed companies in the seven ETCs for 
the year 2002 was obtained. All selected companies are subject to the requirements of 
compliance with IFRS disclosure requirements. 
In the fourth step, information for the identified explanatory variables, namely country- 
specific and firm specific were collected. 
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Finally, statistical analyses based on both univariate and a standard multiple regression 
analysis were performed to test the generated hypotheses using SPSS for Windows. 
1.7 Organisation of Thesis 
This thesis is organised into eight chapters, including this introduction. A review of 
literature is covered in chapters one and two. Research questions and hypotheses tested 
are discussed in chapter four with chapter five focusing on research design and 
methodology. The statistical results and findings are reported in chapters six and seven. 
A summary of the study, discussions and conclusions are presented in chapter 8. The 
contents of each chapter are detailed below: 
Chapter 1: Introduction 
This chapter states the motivations of the study and the statement of the research 
problem. Research questions and objectives of the study are also stated. The 
significance of the study and scope and limitations of the study are covered. The 
research design and methodology used to answer the research questions is summarised. 
The chapter ends by outlining the organisation of the thesis. 
Chapter 2: Factors Considered to Influence Corporate Financial Reporting 
Historical background to corporate financial reporting and objectives of corporate 
financial reporting are provided. Corporate disclosure and relevant theories are 
discussed. Factors that influence corporate financial reporting are also covered. 
Chapter 3: Financial Reporting Reform in Economies in Transition: Compliance 
with International Financial Reporting Standards 
Background information on economies in transition and the need for corporate financial 
reporting reform are provided. Issues examined include definition of corporate financial 
reporting reform, adoption and compliance with international financial reporting 
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standard. A review of previous empirical studies on compliance with international 
financial reporting standards is presented. 
Chapter 4: Research Questions, Objectives and Hypotheses 
The research questions and objectives are stated after which the research hypotheses to 
be tested are developed. The hypotheses are in respect of country-specific and firm- 
specific characteristics and its association with the extent of compliance with 
international financial reporting standards disclosure requirements in annual reports of 
listed companies in the seven ETCs in the Middle East region. 
Chapter 5: Research Design and Methodology 
This chapter describes the research design and methodology undertaken to answer the 
research questions and to test the hypotheses generated in this study. The research 
method and sampling method, variables and measures that will be used and the data 
collection procedures and methods of data analysis are discussed. 
Chapter 6: Descriptive Analysis of Compliance with International Financial 
Reporting Standards Disclosure Requirements Items 
This chapter provides a descriptive analysis of the items disclosed by the sampled listed 
companies. The analysis of items covers the compliance with international financial 
reporting standards disclosure requirements in annual reports. 
Chapter 7: The Extent of Compliance with International Financial Reporting 
Standards Disclosure Requirements in Annual Reports of Listed Companies: 
Statistical Findings 
This chapter presents the descriptive statistics of the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in the seven ETCs in the 
Middle East region. The relationships between several country-specific and firm- 
specific characteristics that have been hypothesised with the extent of compliance with 
IFRS disclosure requirements in annual reports of listed companies are examined. The 
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statistical findings of univariate tests and standard multiple regression analysis are 
discussed. 
Chapter 8: Summary, Discussion and Conclusions 
A summary of the research questions and objectives, hypotheses and method of the 
study are presented. Discussions are provided on the empirical findings of the study and 
the support of previous empirical studies and relevant theoretical frameworks are 
provided. The contributions of the study are highlighted. The implications of the study 
are identified. The limitations of the study are addressed. Finally, suggestions are made 
for further research. 
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CHAPTER 2 
LITERATURE REVIEW (1): 
Factors Considered to Influence Corporate Financial 
Reporting 
2.1 Introduction 
This chapter provides a summary of the most important prior literature research on 
corporate financial reporting. The purpose of a review of the literature is to understand 
the past and to increase mastery over the present (Napier, 1989). It helps to provide a 
model for the research, and serves to discover findings from prior researches on the 
general problem, identifying theories are applicable to the study being undertaken, and 
helping establish an appropriate research methodology and research process to study the 
problem (Cooke, 1989a). Thus a review of the related literature ensures that no 
important factor is ignored that has been found in the past to have had an impact on the 
research problem (Sekaran, 2000). 
There is no doubt that in the last two decades corporate financial reporting (CFR) has 
received much attention in most western countries; most recently (July 2002), with the 
passage of the Sarbanes-Oxley Act in the USA. This may be attributed partly to higher 
levels of accountability required resulting from the increase incidences of fraud and 
accounting failures, and changes in the general economic and financial conditions in 
existence today. Central to the socio-economic reforms in the ETCs has been the 
concept of corporate financial reporting reforms. These factors caused an upsurge in 
demand for information by stakeholders. This chapter will focus on factors considered 
to influence corporate financial reporting. It starts by first giving a historical 
background of the concept of CFR and its objectives, followed by a review of financial 
disclosure definitions and relevant theories, and the factors that may influence corporate 
financial reporting. 
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2.2 Historical Background to Corporate Financial Reporting 
Corporate financial reporting arose, historically, from the need for companies to raise 
capital from external sources, particularly American companies, which needed capital 
from Europe in the boom decades between 1870 and 1900 (Mumford and Peasnell, 
1993). It became more important after the phenomenon of increased separation of 
ownership and management control in the twentieth century. The corporate financial 
reporting of listed companies therefore has a particular interest in the governance 
relations in which this reporting is located. 
Historically, the major dichotomy of financial reporting practices was between those 
that evolved in countries adhering to a protection of shareholders (e. g. the UK and the 
USA) and those that had twin goals of protecting the interests of creditors and ensuring 
the effectiveness of taxation, such as France and Germany. 
One of the of the best-known attempts to develop the "Corporate Financial Reporting" 
context was the "Corporate Report", which was published by the Accounting Standards 
Steering Committee (ASSC) in the UK in 1975. Another is by the Canadian Institute of 
Chartered Accountants in 1980 under the title "Corporate Reporting: Its Future 
Evolution". 
Corporate financial reporting in the ETCs over the last two decades has increasingly 
been influenced by the IFRSs. Academic courses and course texts in business and 
management schools, professional accounting bodies' examinations often contain 
IFRSs, and the influence of World Bank (WB), International Monetary Fund (IMF), 
International Organization of Securities Commissions (IOSCO) and Organization for 
Economic Co-operation and Development (OECD). However, some ETCs (such as 
China) do not follow totally the IFRSs. Instead they graft features that are relevant to 
their needs in the context of socio-economic and political system reforms towards 
privatisation of State-Owned Enterprises (SOEs) and free market economic system. It is 
important to note that newly formed companies and some the ETCs started to raise 
capital from external sources, such as foreign investors, WB, and IMF. 
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The corporate financial reporting of the new listed companies in the ETCs therefore has 
to fulfil the needs of its users. In some of these countries which had centrally-planned 
economies, these needs are different from those of users under the previous financial 
reporting system in these countries (the State), where the previous financial reporting 
system satisfied the needs of central governments for macro-economic planning and 
control purposes (Ash and Strihmatter, 1992; Blake, 1995; Krzywda et al., 1996). It is 
also important to note that there are differences in governance ideology between the 
ETCs countries and also between countries with developed market economies such as, 
the UK, USA, Germany, and France with respect to the identification of financial 
reporting users. These differences are explained below. 
The Corporate Report (1975), for example, identified the users of financial reports in 
seven groups as (i) the equity investor group, (ii) the loan creditor group, (iii) the 
employee group, (iv) the analysts-adviser group, (v) the business contact group, (vi) the 
government, and (vii) the public (The Corporate Report, 1975, p. 17). Such a pluralistic 
approach was a reflection of society and the political economy in the UK during the 
1970s. 
Since the socio-economic and political systems in several of the ETCs are centrally- 
planned in origin, the concept of corporate financial reporting to a wider set of 
stakeholders is arguably more relevant than the USA and UK orientation towards 
financial stakeholders. This is apparent in a number of different ways. The adoption of 
the ideology of `The Corporate Report' (1975) of `public accountability' in financial 
reporting, more effectively addresses the relations with internal and external 
mechanisms of corporate governance system in the ETCs. And in order to achieve a 
high quality of disclosure and transparency in the ETCs, we emphasize, for example, 
that (i) financial reports must be prepared and audited in accordance with high quality 
standards such as IFRSs and international auditing standards; (ii) timely and cost 
efficient access to relevant information is necessary; (iii) disclosure should include 
financial, risk factors, governance policies, and other material issues regarding 
employees and other stakeholders. 
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2.3 Objectives of Corporate Financial Reporting 
Until recently three main objectives of corporate financial reporting were (i) to produce 
information for investors, (ii) to protect creditors, and (iii) to serve the country's system 
of taxation. The first objective was most influential in the UK, USA, and Netherlands, 
which have well-developed equity markets, while the objectives two and three were 
more influential in the continental European countries, which have underdeveloped 
equity markets. 
The "Trueblood Committee", which was formed by the American Institute of Certified 
Public Accountants (AICPA) in April 1971, was charged with developing the objectives 
of financial statements, that is, with determining: 
1. Who needs financial statements; 
2. What information they need; 
3. How much of the needed information can be provided through accounting; and 
4. What framework is required to provide the needed information (quoted from 
Belkaoui, 2000, p. 119). 
A question raised here is: has the "Corporate Report" answered those above questions? 
The Corporate Report "does not purport to suggest solutions to all the major questions 
facing the accounting profession: a task which would have been impossible in the time 
available. Its purpose is to promote discussion by indicating possible directions for the 
future development" (Corporate Report, 1975, P. 8). 
The Corporate Report (1975) states that "[t]he fundamental objective of corporate 
reports to communicate economic measurements of and information about the resources 
and performance of the reporting entity useful to those having reasonable rights to such 
information" (Corporate Report, 1975. para. 3.2, p. 28; emphasis added). 
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The Financial Accounting Standards Board (FASB), in its Statement of Financial 
Accounting Concepts No. 1 (SFAC1): "Objectives of Financial Reporting of Business", 
stated that "[f]inancial reporting should provide information that [is] useful to present 
and potential investors and other users in making rational investment, credit, and similar 
decisions. The information should be comprehensible to those who have a reasonable 
understanding of business and economic activities and are willing to study the 
information with reasonable diligence"(FASB, 1978, quoted from Belkaoui, 2000, 
p. 208; Archer, 1993). 
From the above it can be seen that the FASB's SFACl followed the 
shareholder/financial investor paradigm (Archer, 1993); i. e. neo-liberal approach, which 
is different from the philosophy of the Corporate Report (1975), which followed the 
stakeholder paradigm. 
Despite the fact that the Corporate Report was a comprehensive treatise that reviewed 
users, purposes and measurement bases for financial reporting, its immediate impact 
was not great because many felt that it went too far in the identification of user groups 
beyond the shareholders and creditors (financial stakeholders); too far in the demand for 
additional statements; and too far in wishing to discard historic cost as the measurement 
base (Elliott and Elliott, 1996). Even some considered it as a radical document which 
was not accepted by the accounting profession but which has nevertheless had some 
effect on accounting practice through the British Commonwealth. The corporate report 
was also part of the foundation of a UK Government Green Paper which did not become 
law, but which has also influenced accounting practices (Mathews and Perera, 1996, 
p. 88). 
The underlying premise of the Corporate Report is that of a social contract between 
business and society; i. e. a neo-corporatist approach. In other words, society permits 
business to exist through legislation and by allowing the market place to function, and 
in return business owes certain duties to society. These duties include reporting 
activities, not only to shareholders and to creditors, but also to employees and other 
interested parties and ultimately to the public (Stakeholders). 
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To sum up, the neo-liberal shareholder approach of financial reporting has taken an 
investor decision-making perspective. In contract, the Corporate Report is not about 
providing general-purpose financial statements to financial stakeholders (shareholders 
and creditors) but about providing a wide range of information, including financial data, 
to a full range of user groups. The information could make use of a range of statements, 
both those traditionally used a number to be developed (Mathews and Perera, 1996). 
In the following section, we shall first start with discussion of definitions and theories of 
corporate disclosure. This will be followed by development of financial disclosure with 
a discussion of the main factors, which gave rise to its development. 
2.4 Corporate Disclosure 
2.4.1 What is Corporate Disclosure? 
Disclosure is one of the three broad areas, which constitute the financial reporting 
process. These are (i) recognition and measurement, (ii) disclosure, and (iii) auditing 
(Choi et al., 1999, 'pp. 1-2). 
Choi et al. defined "[d]isclosure [as] the process by which accounting measurements are 
transmitted to those who use them. Such issues as what is to be disclosed, when, by 
what means, and to whom are the focus in this area. The subject of disclosure includes 
accounting disclosures to external parties and the internal use of accounting 
information" (Choi et al., 1999, pp. 1-2). Wolk et al also see that "disclosure refers to the 
whole area of financial reporting and not simply to the financial statements" (Wolk et 
al., 1992, p. 241). 
The Corporate Report (1975) adopted the approach that "financial reporting must cover 
a wider range of information than a narrow conventional interpretation of the term 
`financial' would allow" (The Corporate Report, 1975, Para. 0.5). 
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All these definitions seem to view financial disclosure as a package of information, 
financial and nonfinancial, to different groups, not just financial stakeholders (investors 
and shareholders) but also to other stakeholders. 
2.4.2 Theories of Corporate Disclosure 
There is no single theory that can explain the phenomenon of corporate disclosure -a 
single theory can only give a partial explanation (Hope, 2003). In disclosure studies 
several theories have been suggested for justifying the reasons behind the motivations 
for disclosure, for example, agency theory, capital need theory, signalling theory, 
legitimacy theory, and stakeholder theory. The following sections provide a brief review 
of the theories that have been used to explain corporate disclosure in previous research. 
2.4.2.1 Agency Theory 
Agency theory attempts to provide an explanation of the agency relationship between 
parties who are involved with the firm, especially with regard to accounting information 
(Kam, 1990). It has been argued that managers tend to increase the amount of 
information provided to the owners as a means to reduce the owners' interference and to 
improve their positions, especially when they carried out their work properly (Belkaoui 
and Karpik, 1989). In addition, managers may have motive to disclose more information 
to differentiate themselves from poorly run corporations (Lev and Penman, 1990). One 
way to implement this is through corporate disclosure (Watson et al., 2002). Corporate 
disclosure is a means of mitigating agency problems associated with informational 
asymmetry (Jensen and Meckling 1976; Healy and Palepu, 2001). Botosan (1997) and 
Lundholm and Myers (2002) demonstrate that higher levels of disclosure reduce 
information asymmetry. 
Ng (1978) argued that although financial reporting represents an information system to 
the owner of the firm, it is not information to the manager, since the firm's actual payoff 
is assumed to be observable by the latter. This asymmetrical information aspect is an 
important feature of the financial reporting issue. Another problem related to agency 
theory is that it focuses mainly on the needs of financial stakeholders (shareholders and 
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creditors) for financial information and disregards the needs of other parties (such as 
employees and the public) who are interested in corporate financial reports but who 
have no contracting relationships with the managers. 
2.4.2.2 Capital Need Theory 
Capital need theory suggested that the need to raise capital via public equity or debt is a 
main motive for corporate disclosure. Managers of companies may think that increasing 
financial disclosure will reduce the company's cost of capital (Choi, 1973; Firth, 1980; 
Diamond and Verrecchia, 1991; Cooke, 1993; Marston and Shrives, 1996; and Botosan, 
1997). It has been argued that corporate disclosure is influenced by market pressures 
(Gray and Roberts, 1989; Adhikari and Tondkar, 1992). Adhikari and Tondkar (1992) 
argued that one of the functions of a financial reporting system is to disclose 
information for the capital market through a process of formal and informal set of 
contracts between self-interested parties. Thus, the information needs of these users act 
as constant pressure on listed companies to increase both the quantity and quality of 
their disclosures. 
The prerequisites for the applicability of this explaining the motivation for corporate 
disclosure may the demand for finance from capital markets. The theory also suggests 
that the impetus for corporate disclosure is to help reduce investor uncertainty and 
therefore risk, and hence the required rate of return. A lower rate of return to 
shareholders means a lower cost of capital for the company (Cooke, 1989 a). This is in 
the line with the company's objective to raise capital as cheaply as possible. 
2.4.2.3 Signalling Theory 
Signalling theory has been developed to address problems of information asymmetry in 
stock markets (Morris, 1987). This theory may provide an explanatory framework for 
corporate disclosure (Watts and Zimmerman, 1986; Watson et al., 2002). According to 
Akerlof (1970), companies that performed better than others may have more incentive 
to disclose more information to signal their good performance and screen themselves 
from companies performing less well. Likewise, Miller (2002) shows that companies 
with increasing profits would increase discretionary disclosures. On the contrary, 
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Skinner (1994) and Chen et al. (2002) found that levels of voluntary disclosure increase 
among companies with increased losses because in such situations companies try to 
reduce litigations from investors. However, Lang and Lundholm (1993) found no 
association between levels of voluntary disclosure and company performance. 
2.4.2.4 Legitimacy Theory 
Legitimacy theory has been developed to explain corporate disclosure (Walden and 
Schwartz, 1997; and Brown and Deegan, 1998). This theory proposes that corporate 
disclosures are made as reactions to environmental factors, including social, economic 
and political, in order to legitimise corporate actions. Williams (1999) argues that 
companies disclose information in response to the pressures of social, economic and 
political systems that surround them. Companies' managers may, therefore, provide 
information to protect their self-interests in order to foster, sustain and legitimise 
relationships by presenting themselves as responsible corporate citizens (Adams and 
Roberts, 1995), and to avoid possible regulatory intervention (Gray and Roberts, 1989). 
2.4.2.5 Stakeholder Theory 
Stakeholder theory has been considered to explain corporate disclosure (The Corporate 
Report, 1975). The Corporate Report (1975) expands the users of corporate financial 
reports from one `user group' (shareholders) to seven separate `user groups' 
(stakeholders). In other words, the stakeholders have the right to access information on 
activities in which they are involved. Stakeholder approach is considered an interesting 
view into the behaviour of companies with respect to corporate financial reporting 
(Gray et al., 1995). 
To summarise, researchers developed different theoretical frameworks to explain the 
motivations for disclosure and to provide a link between corporate disclosure and 
factors that influence it. Some theories, such as agency theory, signalling theory and 
capital need theory, complement each other. These theories deal with the problem of 
information asymmetry. The agency theory is used to explain ownership structure. 
According to the signalling theory, providing signals indicative of good performance 
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will help to retain existing investors and invite prospective investors. Capital need 
theory is concerned with attracting potential investors by disclosing information. 
Most of the theoretical frameworks of disclosure have been developed on the basis of an 
efficient capital market and private ownership with separation between ownership and 
control (Fama and Jensen, 1983; Marks, 1999). These conditions may not exist in 
economies in transition (Shleifer and Vishny, 1997). The stock markets are fragile and 
expropriation by managers and controlling shareholders can occur on a massive scale 
(Coffee, 1999). 
Thus disclosure theories may not apply entirely in economies in transition. For example, 
Abd-Elsalam and Weetman (2003) and Owusu-Ansah, (1998) found that there was no 
strong relationship between the hypotheses of agency and signalling theories and 
corporate disclosure in developing countries. 
2.5 Factors that Influence Corporate Financial Reporting 
The accounting profession bodies and academia have been studying different factors 
that influence the corporate financial reporting. These factors are classified as 
international, such as colonial ties, international organisations (e. g. IMF, OECD, and 
WB), influence of foreign investors and IASB, and national, such as political system, 
economic system, financial system and so on (Roberts et al., 2000; Haller and Walton, 
1998; Radebaugh and Gray, 1997; Saudagaran and Meek, 1997; and Meek and 
Saudagaran, 1990). Recently, the corporate governance system has been recognised as 
one of the important factors which influence the financial reporting system (Baker and 
Wallage, 2000; Choi et al., 1999; Wright, 1996, Forker, 1992; Cadbury Report, 1992). 
The following sections will describe the classified factors which affect financial 
reporting. 
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2.5.1 International Factors 
At the international level, factors that may influence financial reporting include 
economic and international trade relations, and political relations and the affiliation with 
international financial and accounting bodies, and these are briefly reviewed. The 
existence of institutions such as the United Nations (UN), the European Union (EU), the 
Organization for Economic Cooperation and Development (OECD), IMF, WB, and 
IOSCO has an impact on financial reporting practices indirectly. When countries are 
members of such institutions, they may have a strong tendency to adopt very similar 
financial reporting practices to facilitate business dealings with them (Wall and Rees, 
2001). 
United Nations Conference on Trade and Development (UNCTAD) called on the 
Intergovernmental Working Group of Experts on International Standards of Accounting 
and Reporting (ISAR) to promote increased transparency and financial disclosure by 
encouraging the use of internationally recognised accounting and auditing standards 
(UNCTAD, 2002). 
OECD has also started a number of Roundtable countries in five different regions of the 
world calling for increased transparency and disclosure, especially of listed companies, 
by introducing the IFRSs (OECD, 2003). 
Also, the existence of a formal accounting body in a country will help to develop 
relations with other international accounting bodies such as IASB. Such relations will 
assist in the adoption of the IFRSs and other related issues. 
2.5.2 National Factors 
National factors for the purpose of this review will refer to those factors outside the 
company but within the country (macro level), which may affect the corporate financial 
reporting system adopted by companies in the country. These factors will now be 
reviewed. However, it must be borne in mind that some of these factors are not 
independent but in fact are intervening. The intervening variables surface as a function 
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of the independent variables and help to conceptualize and explain the influence of the 
independent variables (Sekaran, 2000). 
2.5.2.1 Type of Economy and the Degree of Economic Development 
This has been one of the factors identified as influencing corporate financial reporting. 
Puxty et al. (1987), Cooke and Wallace (1990), Choi and Levich (1990), Adhikari and 
Tondkar (1992) and Nicholls and Ahmed (1995) have all found this factor to be 
significant in discussing corporate financial reporting. Berry (1987) and Puxty et al. 
(1987) classified the type of economy as either capitalist or socialist. In the case of a 
capitalist economy, institutions of the state have tended to become increasingly 
intertwined with the operation of market forces and are dependent upon the existence of 
values and ideals of community (Puxty et al., 1987). As such, demand for public 
disclosure in such an economy will be greater than in a socialist economy. 
Beside the type of economy, the stage of economic development also has an impact on 
corporate financial reporting, especially in differentiating between developed and 
developing countries (Nobes, 1984; Mueller, 1968). Taking a different approach, 
Belkaoui (1995) suggested that accounting could be seen as a major associate of 
economic growth as it provides the information links needed for the efficient 
functioning of the investment, trade, fiscal, and monetary forces in the economy. 
Hence the type and stage of economic development have a significant influence on 
financial reporting practice. A developed capitalist economy will encourage investments 
and flow of funds, which in turn will steer the growth of its capital market. This is 
discussed in the following section. 
2.5.2.2 Capital Market Development 
The influence of capital market factors on financial reporting practice has been 
considered by many researchers, such as Gray and Roberts (1991), Adhikari and 
Tondkar (1992) Doupnik and Salter (1995), Salter (1998) and Jaggi and Low (2000). 
Adhikari and Tondkar (1992) found that the size and the complexity and variety of 
transactions on the capital market are important in determining disclosure levels. 
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Enthoven (1977) believes that since the financial reporting system has a major bearing 
on capital market activities, finance and capital formation, the laws affecting 
commercial reporting, disclosure requirements and overall company operations should 
be better standardised and harmonised. This calls for a proper regulatory framework and 
a suitable political environment, which may help in the development of the financial 
reporting practice. Capital market pressures, therefore, appeared to dominate political 
pressures. It is concluded that the crucial role of corporate financial reporting in the 
ETCs could be located within the policy context of capital market development 
(Saudagaran and Diga, 1997). 
2.5.2.3 Political and Legal System 
The political and legal system factor may influence financial reporting practice 
(Belkaoui, 1983; Puxty et al., 1987; Cooke and Wallace, 1990; Wolk et al., 1992; 
Nicholls and Ahmed, 1995; Doupnik and Salter 1995; Jaggi and Low, 2000; 
Saudagaran and Diga, 2000). Belkaoui (1983) stated that "there is likely to be a 
positive relationship between accounting freedom to report and disclose and political 
freedom". Doupnik and Salter (1995) noted that the legal system can affect directly or 
indirectly accounting and financial reporting practices in a given country. The direct 
impact of legal system could be through accounting laws and regulations or through 
companies' law that state the requirements for measurements and disclosure of 
accounting information in financial reporting. For example, Jaggi and Low (2000) 
found that companies that are operating under common law systems tend to disclose 
more than those companies under the code law systems. 
The political and legal systems which influence the financial reporting system in a given 
country reflect the degree of governmental intervention in regulating accounting and 
auditing, stock market, taxations, and companies' laws. Changes in political and legal 
systems can be accompanied by new accounting and financial reporting rules through 
new regulations and laws. 
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2.5.2.4 Corporate Governance 
The importance of corporate governance in influencing corporate financial reporting 
practice has started to receive due attention. The concept of `corporate governance' 
varies and includes many mechanisms'. Broadly speaking, corporate governance may 
be said to have a significant impact on the financial reporting practice of a country. The 
Cadbury Report (1992) and Nobes and Roberts (2000) point out that the linkage 
between corporate governance and corporate financial reporting is strong. Wright 
(1996) presents empirical evidence that a relationship exists between the credibility of 
financial statements and specific institutional features of corporate governance. 
Taking a different approach, Whittington (1993), Fox (1999) and Baker and Wallage 
(2000) suggested that an effective system of corporate governance requires an effective 
system of corporate financial reporting. 
In short, it can be concluded that corporate governance does indeed have an impact on 
corporate financial reporting. In fact, the diversity in financial reporting practice may be 
attributed to differences in corporate governance systems. As such, due care must be 
taken when applying any theories across national boundaries. 
The following sections will review the literature on corporate governance 
characteristics, which form part of the focus of this study. It starts by first introducing 
the concept of governance, corporate governance structure, and the different ideological 
perspectives and models used in different countries. Then agency theory, property rights 
theory, transaction cost economic theory and stakeholder theory, are introduced as they 
affect the rights of stakeholders. 
2.5.2.4.1 Concept of Corporate Governance 
The word governance means the act of governing. And the word 'govern' is a verb, 
derived form, the Latin word `gubernare' and from'Greek `kybernaein', which means to 
steer, and governance means "to control and direct the affairs of (a country, state, or 
1 The definitions of corporate governance and its components will be discussed in detail in section 
2.5.2.4.1. 
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organisation... or to guide or influence; to control or restrain... or to determine the form, 
or case, taken by"(Manser and Thonson, p. 553). Ahn et al. (2002, p. 3) defined 
governance as: 
(i) Steering through direction and hierarchy within an organisation or sector, 
(ii) New public management, 
(iii) Steering and coordinating through networks and partnerships, 
(iv) Regulation, and 
(v) Corporate governance. 
There are overlaps between these definitions listed above and the concept of governance 
covers the range of institutions and relationships engaged in the governing process 
(Pierre and Peters, 2000). 
Shleifer and Vishny (1997) defined corporate governance as "the ways in which 
suppliers of finance to corporations assure themselves of getting a return on their 
investment". 
In contrast, John and Senbet (1998) defined corporate governance by stating that it 
"deals with mechanisms by which stakeholders of a corporation exercise control over 
corporate insiders and management such that their interests are protected". 
There is a major difference in the two definitions; the former seems to agree with the 
agency theory which argues for companies to be accountable to shareholders by 
maximising their wealth, while the latter definition seems to be in favour of the 
stakeholder theory which argues that companies should be accountable to wider range 
of parties, such as shareholders, employees, suppliers, consumers, and the government. 
Thus, from the above two definitions, it is apparent that a difference exists in the 
expected role of governing; especially in relation to whose interest should be of concern 
(see section 2.5.2.4.3 below). 
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2.5.2.4.2 Corporate Governance Structure 
Separation of ownership and control (the Berle and Means problem) 2 in large 
corporations with dispersed ownership gives rise to a need for monitoring and 
accountability of management and directors to owners and other stakeholders. Cadbury 
Report, for example, defines corporate governance as "the system by which companies 
are directed and controlled" (Cadbury, 1992, para. 2.5). 
There are important rules which help monitor and control management and directors' 
behaviour within the purpose of taking account of owners' objectives and for society as 
a whole. These rules are based on accountability and financial reporting issues. In other 
words, accountability and transparency constitute the core values of corporate 
governance (Sullivan, 2000). 
2.5.2.4.3 Concern of Corporate Governance 
Two different main paradigms of corporate governance exist in capital market countries, 
the `shareholder' paradigm and the `stakeholder' paradigm. From the "shareholder" 
perspective, the aim of corporate governance "should be to improve the achievement of 
shareholders' objectives, not to interfere with corporate operations" (Sternberg, 1998, 
p. 20) which is somewhat different from that of the "stakeholder" model. 
Corporate governance from the shareholder perspective is also important for the 
following reasons: (i) the necessity of lower contracting costs implies the need to 
provide minority shareholder protection for well defined property rights, for default 
rules and reliable enforcement of such rules, (ii) lowering agency costs by providing 
mechanisms for controlling managers must be addressed"(Keasey et al, 1997, p. 2-3). 
The need for corporate governance arises because the advantages of the corporate form 
are typically achieved at the cost of separating ownership from operational control. 
When management is detached from ownership, and especially when ownership is 
diffuse, it is possible for managers to run a corporation to serve their own ends. 
2 Adolf Berle and Gardiner Means in 1932 observed that ownership and control in large corporations 
were often separated and inquired whether this had organisational and public ramifications (Williamson, 
1996). 
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Mechanisms are therefore needed to ensure that corporate actions, assets and agents are 
devoted to achieving the goals of corporate, which are established by the owners or 
shareholders. The aim of corporate governance is to make sure that it is the 
shareholders' predetermined objective that governs the corporation and all its actions 
and agents (Sternberg, 1998, p. 30). 
Differences in corporate governance modes within the "shareholder" paradigm reflect 
the fact that different systems accomplish the above objective of corporate governance 
just described in different ways. 
However, the aim of corporate governance within the "stakeholder" paradigm is more 
than just achieving the interests of financial stakeholders (shareholders and creditors). It 
should also be to satisfy the interests of other stakeholders (such as workforces, 
customers, suppliers, community, financial markets, government, etc... ) or the whole 
society (The Corporate Report 1975). 
Hence, function of corporate governance system can be summarized as follows: (i) 
minimizing contracting and agency costs, (ii) providing a protection to the whole set of 
stakeholders, (iii) clarifying ownership and property rights including control rights and 
rights to information, and (iv) improving economic performance, without neglecting the 
aspects of accountability and responsibility to all concerned. The following section will 
discuss the theories on corporate governance. 
2.5.2.4.4 Theories of Corporate Governance 
In trying to clarify the concept of corporate governance, researchers have proposed 
different theories. This section briefly discusses these theories. 
2.5.2.4.4.1 Agency Theory 
The most dominant of all the corporate governance theories is agency theory and it has 
been referred to widely in many corporate governance studies. Corporate governance 
issues arise when there is an agency problem (Hart, 1995). Agency theory attempts to 
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provide an explanation of the agency relationships between parties, one of the major 
agency relationships is between the management group and the owners of the firm, who 
are involved with the firm, especially with regard to accounting information (Kam, 
1990). 
The main objective of agency theory is to explain how contracting parties design 
contracts to minimize the costs associated with such problems. Agency theory also 
emphasizes the existence of market and institutional mechanisms that complete 
contracts to reduce these problems. The agency theory has increasingly had importance 
after the separation of ownership and control phenomenon associated with publicly held 
business corporations in which the shareholders (residual claimants) possess little or no 
direct control over management decisions (Marks, 1999). 
Two versions of agency theory have developed: the positive agency theory was 
introduced by Jensen (1983), who distinguishes between formal and less formal 
branches of agency theory (Williamson, 1996), and "normative agency theory" which is 
referred to by Jensen as the formal branch of agency theory (Williamson, 1996). The 
normative agency theory is concerned with a broader range of principal-agent 
relationships. Corporate governance deals with the interests of different parties inside 
and outside the economic entity, matching decision-making interaction and control 
rights of corporations; the firm can be seen as a set of contracts among rational 
economic agents. In contrast, the positive agency theory "has generally concentrated on 
modeling the effects of additional aspects of the contracting environment and the 
technology of monitoring and bonding on the form of the contracts and organisations 
that survive" (Jensen, 1983). 
Jensen and Meckling define agency costs as "the sum of. (1) the monitoring [the agent] 
expenditures by the principal, (2) the bonding [the principal] expenditures by the agent, 
[and] (3) the residual loss" (Jensen and Meckling, 1976, p. 81). We can see that the 
Jensen and Meckling's definition of agency costs derived from their definition of 
agency relationship as "a contract under which one or more persons (the principal(s)) 
engage another person (the agent) to perform some service on their behalf which 
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involves delegating some decision-making authority to the agent"(Jensen and Meckling, 
1976, p. 81). 
In short, this theory refers to a principal and agent relationship and corporate 
governance deals with the interests of different parties inside and outside the economic 
entity matching decision-making interaction and control rights of corporations (Sunder, 
1997). The implication of this theory has given rise to several hypotheses, among 
others, the ownership hypothesis, capital market hypothesis and size hypothesis. 
2.5.2.4.4.2 Property Rights Theory 
The system of property rights in an economic system defines the positions of 
individuals with respect to the utilisation of scarce resources. Since the allocation of 
property rights influences incentives and human behaviour in ways that are generally 
predictable, a basis exists for studying the impact of property-rights arrangements on 
economic outcomes. Contributors in this area include Coase, Alchian, Demsetz, 
DeAlessi, Furubotn, and Pejovich (Furubotn and Richter, 2000, P. 3 1). 
Liberals see that in the matter of property rights these are fundamental and basic to the 
rights of individuals to exercise freedom and choice in society and so have to be 
protected. The distribution of these rights is therefore a secondary matter and cannot be 
allowed to override the person's property rights. The establishment of private property 
in the company form is something that the state should refrain from interfering in and, 
apart from matters of procedural justice and the prevention of deception and fraud, 
should refrain from regulation beyond the necessary requirements of administrating 
contract law. The firm is conceived of as a nexus of contracts, owned by the 
shareholders. The managements are agents in the relationship with their investor 
principals (Warren, 2000, P. 163). 
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2.5.2.4.4.3 Transaction Cost Economics Theory 
This approach developed out of the field of economics and has received attention from a 
number of organizational theorists and organization sociologists (Oliver E. Williamson, 
1975, Markets and Hierarchy: Analysis and Antitrust Implications). The transaction- 
cost economics perspective assumes that individuals and services could theoretically 
occur in the free marketplace. Williamson described transaction cost economics theory 
as "a comparative institutional approach to economic organisation in which law, 
economics and organisation are joined. The transaction is made the basic unit of 
analysis and the object is to align transactions with alternative modes of governance 
(markets, hybrids, hierarchies, bureaus) so as to effect a transaction cost economizing 
result" (Williamson, 1996, p. 207). This theory has had a powerful impact on the field of 
strategic management by explaining the existence and organisation of enterprises and 
economic instructions (Carroll et al, 1996, p. 71). 
According to Furubotn and Richter (2000), transaction costs are the costs of running an 
economic system or a social system. They consist of fixed transaction costs, such as the 
specific investments made in setting up institutional arrangements, and variable 
transaction costs, such as the outlays that depend on the number or the volume of 
transactions. Examples of variable transaction costs include search and information 
costs, bargaining and decision costs, supervisory and enforcement costs. 
Romano (1996) argues that theory of transaction cost economics " has done much to 
illuminate the working of corporate governance devices... it identifies the benefits 
accruing to equity investors from independent boards of directors, rational 
investments... and state competition for corporate charters". 
To sum up, transaction cost economics theory is more concerned with firm and market 
structure issues, and governance structure (Williamson, 1996). 
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2.5.2.4.4.4 Stakeholder Theory 
The stakeholder theory highlights that enterprises have different stakeholders such as 
owners, employees, supplies, state, competitors and so on. Accordingly, the 
accountability of managers under the stakeholder perspective is wider than under the 
agency theory perspective. Under the stakeholder perspective, managers have to make 
the companies more open, transparent and accountable to non-owners interests in 
society (Warren, 2000, p. 80). 
The stakeholder theory has been criticized by various writers such as Sternberg (1998) 
and Jensen (2001). Sternberg argued that "[s]takeholder theory is as incompatible with 
good corporate governance as it is with business. The concept of corporate governance 
is accountability: the accountability of directors to shareholders, and the accountability 
of corporate employees and other corporate agents to the corporation via the directors. 
Stakeholder theory is inimical to both of them" (Sternberg, 1998). 
Moreover, Sternberg argued that "stakeholder theory cannot serve as a useful model of 
corporate governance in any traditional sense; it destroys, rather than supports, 
conventional corporate accountability" (Sternberg, 1998, p. 99). Sternberg concluded 
that "stakeholder theory, under the conception of it that refers to demands that 
organisations be run for the benefits of all their stakeholders, and that they be 
accountable to all their stakeholders, is incompatible with business and all substantive 
objectives, and undermines accountability and property rights; it subverts the duty of 
agents to principals, and the wealth-creating capabilities of business strictly understood. 
Stakeholder theory should, therefore, be firmly resisted. Therefore, it cannot be serving 
as a model of good corporate governance" (Sternberg, 1998, p. 108). 
Jensen (2001) argued that "[s]takeholder theory plays into the hands of special interests 
that wish to use the resources of corporations for their own ends. With widespread 
failure of centrally planned socialist and communist economies, those who wish to use 
non-market forces to reallocate wealth now see great opportunity in the playing field 
that stakeholder theory opens to them. Stakeholder theory gives them the appearance of 
legitimate political access to the sources of decision-making power in organizations, 
and it deprives those organizations of a principled basis for rejecting those claims. The 
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result is to undermine the foundations of value-seeking behavior that have enabled 
markets and capitalism to generate wealth and high standards of living worldwide" 
(Jensen, 2001, p. 21). 
Furthermore, Jensen argued that "if widely adopted, stakeholder theory will reduce 
social welfare even as its advocates claim to increase it- [as it] happened in the failed 
communist and socialist experiments of the last century" (Jensen, 2001, p. 21). 
To conclude, stakeholder theory assumes that a company should act in the interests of 
and responsible to all stakeholders. The corporate governance system should recognize 
the rights of stakeholders as established by law (OECD, 1999). 
It is clear that the above theories are undoubtedly substantial in explaining corporate 
governance issues. However, some of these theories seem to be competing while others 
seem complementary. Regardless of which theories are adopted and used to explain 
corporate governance model, they are equally important and dependent on the emphasis 
in the studies. 
2.5.2.4.5 Corporate Governance Models 
Capital market economies have known different models of corporate governance 
(Monks and Minow, 2001). In the ETCs case, similar diversity is to be found in 
corporate governance systems which reflect different mixtures of the systems found in 
the market oriented economies of the U. K., the USA, Germany and France. 
The model of corporate governance in existence is dependent on national culture and 
corporate environment inherent in a country, especially with regard to the legal situation 
and financial markets (Monks and Minow, 2001). From political and juridical 
perspective, corporate governance is the product of intense political and economic 
pressure ultimately embodied in legal relations, processes and instructions (Coffin, 
2000). 
From the literature, different key models of corporate governance exist around the 
world as follows: 
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1. Neo-liberal-Shareholder Model (e. g. U. K, USA) 
2. Neo-Corporatist-Stakeholder Model (e. g. Germany) 
3. Neo-Statist-Stakeholder Model (e. g. France) 
4. Heritage Governmental Model (ETCs) 
2.5.2.4.5.1 The Neo-liberal-Shareholder Model: 
This model is also known as the `outsider' system of corporate governance and 
operates through the market for corporate control. Monks and Minow (2001) list the 
conditions required for this model to be effective as (i) a large number of listed 
companies, (ii) a liquid capital market where ownership and control rights are 
frequently traded, and (iii) few intercorporate equity holdings. In this model agency 
theory could play an important role because the issues of governance are dominated by 
the separation of ownership and control (Berle and Means, 1932) and the problems of 
asymmetric information between owners and management (Jensen and Meckling, 
1976). This model, therefore, implies strong disclosure requirements and a great deal of 
available public information (Beim and Calomiris, 2001). This is because it contains 
numerous diverse financial stakeholders without direct access to company information. 
Financial stakeholders are expected to rely heavily on corporate financial reporting to 
obtain information they need, for example, to monitor management. 
2.5.2.4.5.2 The Neo-Corporatist-Stakeholder Model: 
This model is also known as the `German' or `insider' system, in which banks offer 
long-term financing to companies while taking an active monitoring role in corporate 
governance (Charkham, 1994; Shleifer and Vishny, 1997). One important feature of this 
model is it has two-tier boards, the supervisory board and management board 
(Charkham, 1994); the supervisory board appoints and monitors the management board 
(Baums, 2000). This model has also imbibed workers' participation and the labour 
relation director is represented on the management board (Baums, 2000). This system 
therefore implies that employees have some responsibility for policy that has to be 
implemented by them for the profit of the company (Raju, 1997). 
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In short, this model of corporate governance is distinguished from the `outsider' model 
in other countries in at least the following respects: (i) concentrated shareholdings, (ii) 
strong presence of banks, and representation of stakeholders other than shareholders in 
the organs of governance, and (iii) banks have direct access to company information, 
reducing the demand for published financial reports. 
2.5.2.4.5.3 Neo-Statist-Stakeholder Model: 
This model of corporate governance exists in France. It is an implicit model of 
corporate governance, which was less studied by researchers and scholars of economics, 
management, and accounting compared with other models. This is might be due to the 
rarity of hostile takeover in a country such as France (Kremp and Sevestre, 2001). This 
model has adopted the idea that the high technocrats of economic planning (Standish, 
1990) can allocate resources better than the market (Granville, 1998). 
Kremp and Sevestre (2001) point out that "most of the French empirical literature about 
corporate governance focuses on the influence of ownership type and/or structure on 
economic performance, i. e. most studies look at whether family-owned firms perform 
better than others, or whether concentrated ownership is favourable" (Kremp and 
Sevestre, 2001, p. 121). Companies in France are controlled by the state, management, 
or by families. The state plays a role in France because of its strong role in the 
economy. The state has also controlled the private sector indirectly through the banking 
system with a number of large state-owned banks (Monks and Minow, 2001). 
State ownership creates incentives to pursue many goals other than value maximisation. 
The managers who operate state owned enterprises might seek power, influence, 
security, or other goals but have little or no incentive to maximise the value of the 
enterprise (Beim and Calomiris, 2001, p. 213). 
To sum up, the French corporate governance system departs from the outsider model 
and the German model. Rather, the state, banks, and corporate managements hold the 
controlling interests in the French governance structure (Monks and Minow, 2001). The 
financial reporting system is set by government bodies and satisfies government needs, 
36 
such as computing income taxes or demonstrating compliance with national government 
policies and macroeconomic plans (Choi and Mueller, 1992). 
2.5.2.4.5.4 Heritage Governmental Models: 
Corporate governance in the ETCs reflects a very different style. The ETCs do have 
`heritage' corporate governance systems dating from previous regimes and in these 
systems the government or the state is the major stakeholder. However, the current 
political and economic pressures on the ETCs pressed these countries to adopt different 
aspects of institutional frameworks from several sources. 
Coffee (1999) indicated two strong tendencies in corporate governance systems in the 
ETCs: first, the stock markets are fragile and could collapse, and second, expropriation 
by managers and controlling shareholders could occur on a massive scale. In contrast, 
Shleifer and Vishny (1997) argue that in less developed countries, including some of the 
transition economies, corporate governance mechanisms are practically nonexistent, but 
it has received much attention in the context of the transition of centrally planned 
economies to market ones. The need for more effective corporate governance in these 
countries is obvious (Shleifer and Vishny, 1997). 
One question for the present research is: what model of corporate governance works for 
the ETCs? 
The response of some scholars to this has largely been to call for the adoption of the 
`Neo-corporatist-stakeholder' model as a model for the ETCs, where stock capital 
markets cannot be expected to play an important role in the financing companies 
(Edwards and Nibler, 2000). However, this model may be relevant to European 
Economies in Transition (EET), but may not in the case of the seven ETCs in the 
Middle East region because in the latter the institutions needed for a neo-corporatist 
governance do not exist (e. g. workers' trade unions, associations of top managers). 
To conclude, corporate governance plays an important role in improving economic 
growth via corporate performance and transparency (Lowenstein, 1996; Fox, 1999; and 
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Baker and Wallage, 2000). More specifically, with regard to transparency we can see 
the development of disclosure according to the form of corporate governance system in 
Table (2.5.2.4.1) which shows that corporate financial reporting systems follow the 
stakeholder-oriented model as opposed to following the shareholder-oriented model; 
where public disclosure is less developed and tax rules have a greater influence on 
financial reporting. This is because the primary objective of tax rules is not to satisfy the 
information needs of capital market participants. The stakeholder -oriented model has 
less demand for independent audits and for a sophisticated investor protection system. 
Table 2.5.2.4.1: Development of disclosure and models of corporate governance 
Form of corporate 
governance 
Source of 
finance 
Ownership 
Equity 
Investor 
protection 
Public 
disclosure 
Accountability 
Shareholder 
paradiem: 
United Kingdom To "owners" i. e. 
Equity Emphasised Highly 
United States Spread shareholders 
markets developed Other "English- 
Speaking" Countries 
Stakeholder 
paradigm: To: 
-Large 
France Banks shareholders 
Germany Y Family 
Understated 
Less (government, 
Japan owners 
concentrated developed banks) 
- Workforce 
Numerous emerging 
Rudimentary 
- Community 
market countries 
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2.5.2.5 Other National Factors 
Other national factors that may influence corporate financial reporting ' are the 
government, stock exchange regulations, national law effects, religion, and family. The 
following sub-sections will describe these five factors. 
2.5.2.5.1 Government 
The government may influence financial reporting practice in a country in two main 
ways, as a regulator and as a user group. Although they are interrelated in many ways, 
government as a regulator often acts in response to the needs of government users. One 
way in which this relationship could occur is for the regulator to influence financial 
reporting to meet government's need for political stability and economic development 
(Cook, 1989a). Reliable financial information helps governments to assemble national 
economic statistics which are used for a variety of purposes in controlling the economy 
(Enthoven, 1977). Specific financial information from a company also enables tax to be 
assessed (Wall et al., 2001). 
Governments can influence financial reporting practices through legislation. 
Governments may also influence financial reporting practices by imposing their own 
financial reporting standards or adopting other countries' financial reporting standards 
such as US GAAP, UK GAAP or IFRSs. The government or its regulator can enforce 
financial reporting standards, which may become part of the law of a country and are 
subject to official judicial process (see section 2.5.2.5.3 below). 
2.5.2.5.2 Stock Exchange Regulations 
Listed companies usually publish financial information, as a requirement of a specific 
stock exchange regulation or due to national legislations (Cooke, 1989a). For example, 
major US companies are registered with the Securities and Exchange Commission 
(SEC), which sets out detailed requirements for audit and the rules of financial 
reporting. 
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2.5.2.5.3 National Law Effects 
National law factor may influence financial reporting practices in a certain country 
(Doupnik and Salter, 1995; Radebaugh and Gray, 1997; Roberts et al., 1998; Nobes and 
Parker, 2000). The national law factor is also considered to be one of the main corporate 
governance issues (La Porta et al., 1997), and it is associated with culture (Hope, 2003) 
which influences financial reporting practices. 
2.5.2.5.4 Religion 
Religion is not seen as a single environmental factor affecting only the financial 
reporting practices in certain countries, but as a part of a wider culture factor which is 
complex and within which all social systems operate. The financial reporting system is 
also a part of the whole social system in a country. The financial reporting system is 
affected by other social systems, such as the legal and political systems. All social 
systems operate within the culture of the country which affects both the financial 
reporting system and other systems. Therefore, the religion factor may be too vague and 
indirect in explaining variations in financial disclosure practices (Nobes and Parker, 
2000). 
However, there were attempts by some researchers in Islamic accounting to adopt an 
ethical normative approach to develop a general accounting theory which includes 
recommendations for either replacing or modifying the corporate financial reporting of 
Islamic business entities (e. g. Gambling and Karim, 1991; Suliman, 2000; Lewis, 2001). 
These recommendations were difficult for business enterprises operating in Islamic 
countries to be followed because the Islamic countries have become affected and 
dominated by Western cultural values. As highlighted by Fadeel (2002), Islamic law is 
not implemented in most Muslim and Arab countries but have a secular legal system 
instead. Hence generally Islamic law hardly has any influence on financial reporting 
practices. On the other hand, in the case of banks, there is a subset of institutions for 
which specific financial reporting standards have been issued by the Accounting and 
Auditing Organization for Islamic Financial Institutions (AAIOFI). AAIOFI standards 
are complementary to IFRSs and aim to address specific Islamic banking transactions 
40 
which are not dealt with by IFRS (Karim, 2001; Karim, 1998). See also section 4.2.2 in 
Chapter 4. 
2.5.2.5.5 Family 
Financial reporting practices may be influenced by enterprise ownership type. The need 
for public disclosure will be greater where there is a widespread ownership of shares 
compared with family ownership (Hossain et al., 1994; and Raffournier, 1995). Family 
ownership is a common form in developing countries (La Porta et al., 1998; La Porta et 
al., 1999; and Beim and Calomiris, 2001). Family ownership is typically associated with 
concentrated ownership. Thus the influence of this factor is taken into account in this 
study insofar as it is captured by the ownership structure factor, which is considered in 
this study as one of the firm-specific characteristics factors (see section 2.5.3 below). 
Other previous studies in financial reporting have considered other factors that may 
influence corporate financial reporting, such as the accounting profession, colonial 
history, multinational corporations, and culture (Gray and Robert, 1989; Radebaugh and 
Gray, 1997; Roberts et al., 1998; Nobes and Parker, 2000). These factors are closely 
related to other environmental factors and the country governance system. 
2.5.3 Firm-Specific Characteristics Factors 
Previous empirical studies, especially on corporate disclosure in developed and 
developing countries, have addressed the impact of various firm-specific characteristics 
on the extent of disclosure in company annual reports. These firm-specific 
characteristics include, ownership structure, company size, profitability, liquidity, 
leverage, type of industry, type of auditor, and so on. Table (2.5.3.1) provides a 
summary of these characteristics examined in some prior disclosure studies that were 
undertaken in developed and developing countries. 
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Table ((2.5.3.1) Firm-specific characteristics examined in selected previous disclosure and studies in 
developed and developing countries 
Researcher Year Firm-specific characteristics Country 
Owush-Ansah &Yeoh 2005 Company Size (+) New Zealand 
Company age (+) 
Liquidity (-) 
(+) Profitability 
Management equity holding (-) 
Type of auditor (+) 
Type of industry (0) 
Akhtaruddin 2005 Company Size (+) Bangladesh 
Company age (0) 
Profitability (+) 
Type of industry (0) 
Watson et al. 2002 Profitability (+? ) U. K. 
Leverage (0) 
Liquidity (0) 
Efficiency (0) 
Company size (+) 
+1- Type of industry 
Craig &Diga 1998 Company size (+) Regional 
Degree of leverage (+) 
Industry membership (-) 
International opcrations (+) 
Foreign ownership (-) 
+ Country of origin* 
Patton & Zelenka 1997 Company size (+) Czech Republic 
Performance (+) 
Risk factors (+) 
Listing status (+) 
Type of auditor (+) 
Industry (+) 
Wallace & Naser 1995 Company size (+) Hong Kong 
Profitability (-) 
Industry type (+) 
Leverage (0) 
Ownership distribution (0) 
Audit firm size (-) 
Liquidity (0) 
Official domicile (0) 
Wallace et al. 1994 Company size (+) Spain 
Profitability (0) 
Industry type (+/-) 
Leverage (0) 
Ownership distribution (0) 
Auditor type (0) 
Rate of return (0) 
Liquidity (-) 
Listing status : listed + 
Abu-Nassar & Rutherford 1995 Company size (+) Jordan 
Profitability (+) 
Industry type (0) 
Ownership distribution (0) 
Age (0) 
(+) Rate of return 
Equity ratio (-) 
Dividends (0) 
Cooke 1991 Company size (+) Japan 
Industry type (+) 
Listin status (+) 
Notes: + ositive relationshi (-) negative relationship; 0 no relationshi 
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2.6 Conclusion 
This chapter has reviewed the relevant literature on corporate financial reporting and the 
factors that are considered to influence corporate financial reporting. The chapter 
briefly describes the concept and importance of corporate financial reporting practice 
within the broad context of corporate governance and economic development. 
Corporate financial reporting is deemed important because different users rely on this 
system to make decisions. However, any attempt towards improving the corporate 
financial reporting system requires an understanding of the environmental factors that 
affect the financial reporting practice. This chapter also describes the various factors in 
the environment, which may affect financial reporting practice. 
This chapter also sought to look at the role of corporate governance in the financial 
reporting system. It is indeed time for corporate governance to receive attention in the 
ETCs because it helps to improve the quality of financial reporting and the extent of 
compliance with IFRS disclosure requirements. In addition, the chapter also presents the 
theories and models of corporate governance around the world. Thus, previous studies 
on corporate disclosure have addressed factors that have a significant impact on the 
extent of disclosure requirements in annual reports of listed companies, two aspects 
were neglected- foreign direct investment influence and country governance regime. 
The next chapter will also cover the relevant literature on corporate financial reporting 
reform in economies in transition and compliance with international financial reporting 
standards. 
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CHAPTER 3 
LITERATURE REVIEW (2): 
Financial Reporting Reform in Economies in Transition: 
Compliance with International Financial Reporting 
Standards 
3.1 Introduction 
The previous chapter (chapter 2) was primarily devoted to a literature review on 
corporate financial reporting and the factors which are considered to influence corporate 
financial reporting. One type of corporate financial reporting reform in economies in 
transition is defined by replacing the national financial reporting system with the 
International Financial Reporting model'. Saudagaran and Diga (1997) reported that 
more than half of emerging markets have adopted IFRSs either partially of fully. The 
aim of this chapter, therefore, is to review some studies relating to this research area. 
This chapter will cover a review of corporate financial reporting reforms in the 
economies in transition in general; its objectives and factors that influence it, followed 
by a review of the IFRSs, as the basis of one type of financial reporting reform in 
economies in transition, and the problem of compliance with IFRSs in prior studies that 
were conducted in developed and developing countries. 
The International Financial Reporting Standards (IFRSs) 
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3.2 Financial Reporting Reform in Economies in Transition 
3.2.1 Background 
Since the 1980s, a large number of countries have been known as "Economies in 
Transition"2 or "Emerging Capital Markets" after they have made significant reforms in 
their economic, legal and financial systems towards privatisation and free economic 
market system. Shleifer and Vishny (1997) note that privatisation in most countries 
replaces political control with private control by outside investors and creates at the 
same time concentrated private ownership to go along with that control. Beim and 
Calomiris (2001), for example, suggested that for economies in transition with a totally 
state-owned system, such as in Eastern and central Europe, and China, there seems to be 
a logical succession of preconditions to privatisation: 
1. Create legal structure for property rights, corporations, and contracts; 
2. Restructure state-owned enterprises in corporate form; 
3. Introduce competition; 
4. Eliminate government price setting; 
5. Introduce modem accounting and auditing (Beim and Calomiris, 2001). 
The change from a socialist or centrally planned economy to a market-oriented one 
demands many changes in the way in which business is conducted and regulated. These 
legal and economic changes have an effect on accounting and auditing practices and 
regulation (Skidelsky, 1998). One of the necessary changes is the adoption of a financial 
reporting system, which is appropriate to a market-oriented economy and privatisation 
policy. Without such a system, enterprises will not be able to attract capital, particularly 
from foreign investors (Cairns, 2001 a). In addition financial reporting reform is a major 
element in legal and economic reform and a prerequisite for the introduction of capital 
2 Economies in transition countries are located in different parts of the world, such as Africa, Asia, 
Europe, Latin America, and Middle East. Examples are Cyprus, Egypt, Jordan, Lebanon, Kuwait, 
Bahrain, United Arab Emirates, Oman, Tunisia, Greece, Turkey, Iran and several Asian countries. This 
happened to former communist countries such as Russia and the Eastern European countries as well. 
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markets, the promotion of investment and efficient functioning of the corporate sector in 
economies in transition. 
3.2.2 The Need for Corporate Financial Reporting Reform 
A key aspect of reforming corporate financial reporting systems in the ETCs is the 
setting of financial reporting standards, which are suitable for their new economic 
reform towards a liberal economy. The liberal economy is based on private ownership 
of the means of production and separation of ownership and control (Berle and Means, 
1932; Fama and Jensen, 1983; Marks, 1999). This system also has two important 
features, which are freedom of contract and respect of the property rights of others 
(Furubotn and Richter, 2000). Agency theory posits a conflict between owners and 
managers that is mitigated to some extent by corporate financial reporting (Wolk et al, 
1992). 
The lack of quality of corporate financial reporting hinders financial stakeholders in 
monitoring management and increases the agency costs. A high quality corporate 
financial reporting is therefore beneficial to all company stakeholders. In this regard, it 
may be necessary to reform the corporate financial reporting system if the prior system 
fails to protect the rights of company stakeholders. 
Some of the economies in transition have undertaken major financial reporting reforms 
in response to changes in their environments (Saudagaran and Diga, 1997) and external 
pressures that have caused financial reporting reform to be placed on the political 
agendas of the economies in transition governments (Bailey, 1995). Major reforms were 
also implemented in order to ensure the existence of effective corporate governance 
system. As mentioned in chapter one, corporate financial reporting is one of such 
corporate governance mechanisms that received particular attention from the regulators 
and researchers (Cadbury Report, 1992; Whittington, 1993: Wright, 1996; Baker and 
Wallage, 2000; Nobes and Roberts, 2000; Forker, 2000; Forker and Green, 2000; the 
Sarbanes-Oxley Act, 2002; and Bushman and Smith, 2003). Financial reporting system 
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has also been viewed as a vital infrastructure for the growth of emerging markets 
(Saudagaran and Diga, 1997). 
The need for attracting foreign investment in the seven ETCs and other economies in 
transitions was one of the reasons to reform the financial reporting system by adopting 
the International Financial Reporting Standards or to set a new financial reporting 
system, which is in line with generally accepted international accounting standards. 
Also, pressure from and the encouragement of international organisations, such as the 
International Accounting Standard Board (IASB), the International Organisation of 
Securities Commission (IOSCO), the International Federation of Stock Exchanges, 
World Bank and International Monetary Fund, and preferences of foreign investors, 
have made it desirable for the seven ETCs to adopt the International Financial 
Reporting Standards (IFRSs) as national financial reporting standards, as these 
standards will facilitate their economic reform programmes towards market-oriented 
economy system and increase corporate transparency. 
3.2.3 Definition of Financial Reporting Reform 
Financial reporting reform in the ETCs is defined by two types: One type (Type A) of 
financial reporting reform attempts to replace the previous financial reporting system 
with IFRSs. Another type (Type B) of financial reporting reform introduces changes to 
the previous financial reporting system to bring it closer to IFRSs, but retaining some 
differences. 
Choi et al. (1999) stated four main reasons for the wide acceptance of International 
Financial Reporting Standards. The four main reasons are (i) several countries are using 
IFRSs as the basis for national accounting requirements, (ii) IFRSs are used as an 
international benchmark, (iii) the EU, OECD, WB, IMF and other international bodies 
recognise the IFRSs, and (iv) the regulators in many stock exchanges around the world 
accept financial statements that are prepared in accordance with IFRSs. 
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3.2.4 Adoption of International Financial Reporting Standards 
Chand (2001) observed that "[t]he leaders in the business community tend to advocate 
harmonisation in order to facilitate world trade and economic growth. Even the 
[economies in transition] are being enjoined to apply [IFRSs]. The assertion [is that] by 
adopting [IFRSs] they can save themselves the time, effort and money required in 
formulating their own [financial reporting] standards. However, a closer look at the 
development and application of [IFRSs] tends to raise doubts about the validity of such 
arguments" (Chand, 2001, p. 2). Larson (1993) also found that the adoption of IFRSs 
was associated with lower economic growth and lower stock market development. 
The question raised is whether the IFRSs are relevant to, or to what extent they will be 
applicable to, such Economies in Transition. 
The point is that a financial reporting system should develop in response to the needs of 
particular political, economic and socio-cultural environments (Wallace, 1993). Gray 
(1988), and Wallace and Genion (1991) argued that accounting standards for developed 
countries may not be suitable to developing countries because of differences in social, 
economic and political factors. Thus, a corporate financial reporting system, for 
example, has not developed in the developed countries as an absolute science, but as a 
response to the economic and social factors prevailing in those parts of the world. In 
addition, the accounting standards in developed countries were developed with their 
socio-economic requirements, which are different from the economies in transition 
needs at least during the transition stage. In consequence the adoption or application of 
accounting standards from other countries without considering their particular 
environment will be harmful those countries. Accordingly, Briston (1978) saw that "[t] 
here is [a] serious [risk] that accountants will continue to propound techniques which 
evolved under circumstances which no longer exist and which are irrelevant or even 
positively harmful"(Briston, 1978, p. 105). 
On the other hand, the absence of high quality financial reporting standards in emerging 
economies has been considered one of the roots causes of the Asian financial crisis, for 
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example( Choi el al, 1999). As a result, efforts to improve the quality of financial 
reporting, and the need for international consistency, received fresh impetus (Volcker, 
2001). Bailey (1995) argued that the relevance of some financial reporting practices in 
developed capitalist countries for possible utilisation in the new changing economic 
circumstances in economies in transition came to be accepted. 
IASB during its second meeting in September 2001, held discussions over simplified 
International Financial Reporting Standards for small and emerging economies and 
"indicated that the IASB is going to find it hard to be all things to all people. The board 
has two onerous tasks: to write quality standards for capital markets, while fulfilling its 
responsibility as a global standard-setter to the rest of the world. It now seems unlikely 
that it will be able to give both equal attention" (Accountancy, October 2001, p. 108). 
From the above arguments it can be seen that the IFRSs are established to be more 
suitable to capitalist countries with well-developed financial markets such as Anglo- 
Saxon Countries. But they have a potential role of success in underdeveloped financial 
markets such as some continental European countries and emerging financial markets. 
Thus an empirical study is required to examine this role. It is not applicable to generate 
a general model for all the countries around the world without this kind of empirical 
study or other evidences. 
Hence, the current study is intended to investigate empirically the extent of compliance 
with IFRS disclosure requirements in annual reports of listed companies in seven 
economies in transition in the Middle East region. 
3.3 Compliance with International Financial Reporting Standards 
The word `compliance' according to the Oxford Dictionary (1989) is "[an] action in 
accordance with a request or command; obedience: compliance (with the rules) is 
expected of all members" or "tendency to agree (too readily) to do what others want". In 
the case of compliance with IFRSs, IAS 1 states that compliance with IFRSs means that 
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financial statements should comply with all the requirements of each applicable 
Standard of IFR and each applicable Interpretation of the Standing Interpretations 
Committee (IAS 1 revised, emphasized added)3. 
Walker (1987) also argues that accounting standards are futile in the absence of 
compliance. Compliance, therefore, is an important component of accounting standards 
(Masel, 1983). This section will present a brief review of International Accounting 
Standard Board (IASB), of International Financial Reporting Standards (IFRSs), and a 
review of previous studies on the adoption and compliance with IFRSs. 
3.3.1 International Accounting Standards Board 
The IASB4 is an independent private sector body, formed in 1973 by 16 accountancy 
bodies from nine countries - Belgium, Australia, France, West Germany, Japan, the 
Netherlands, Mexico, The United Kingdom and Ireland and The United States, with the 
objective of harmonising the accounting principles which are used by businesses and 
other organisations for financial reporting around the world (Alexander and Archer, 
2005). 
IASB's formal objectives, as stated in its revised Constitution approved by members on 
May 24,2000, are: 
(a) to develop, in the public interest, a single set of high quality, understandable 
and enforceable global accounting standards that require high quality, 
transparent and comparable information in financial statements and other 
financial reporting to help participants in the world's capital markets and other 
users make economic decisions; 
3 IAS 1 `Presentation of Financial Statements' includes the following requirement: "An enterprise whose 
financial statements comply with International Accounting Standards should disclose that fact. Financial 
statements should not be described as complying with International Accounting Standards unless they 
comply will all the requirements of each applicable Standard and each applicable Interpretation of the 
Standing Interpretations Committee". 
4 The IASB replaced the IASC in 2001 (Alexander and Archer, 2005). 
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(b) to promote the use and rigorous application of those standards; and 
(c) to bring about convergence of national accounting standards and International 
Accounting Standards to high quality solutions (Alexander and Archer, 2005). 
Therefore, the goal of IASB is to achieve uniformity in the accounting principles of 
financial reporting around the world. Membership of IASB does not require that 
member organisations or their nations adopt the IFRSs that are developed. Whether a 
nation in fact adopts an IFRS depends on the decisions of its national authorities or the 
nation's self-regulatory organisations. 
3.3.2 International Financial Reporting Standards 
International Accounting Standards (IASs)5 were developed by the IASC from 1973. 
IASB has amended some IASs, proposed to amend other IASs and proposed certain 
new IFRSs. IASB published its Standards in a series of pronouncements called 
International Financial Reporting Standards (IFRSs). The term `International Financial 
Reporting Standards', therefore, includes IFRSs, IFRIC Interpretations, IASs and SIC 
Interpretations (IASCF, 2003). 
The IASB states that "IFRSs are designed to apply to the general purpose financial 
statements and other financial reporting of all profit-oriented entities. Profit-oriented 
entities include those engaged in commercial, industrial, financial and similar activities, 
whether organized in corporate or other forms... [F]inancial statements are directed 
towards the common information needs of a wide range of users, for example, 
shareholders, creditors, employees and the public at large... A complete set of financial 
statements includes a balance sheet, an income statement, a statement showing either all 
changes in equity or changes in equity other than those arising from capital transactions 
with owners and distribution to owners, a cash flow statement, and accounting polices 
and explanatory notes" (IASCF, 2003). 
3 List of IASs presented in Appendix 3.1 
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The IASB also states that "IFRSs set out recognition, measurement, presentation and 
disclosure requirements dealing with transactions and events in general purpose 
statements. They may also set out such requirements for transactions and events that 
arise manly in specific industries. IFRSs are based on the Framework, which addresses 
the concepts underlying the information presented in general purpose financial 
statements. The objective of the Framework is to facilitate the consistent and logical 
formulations of IFRSs" (IASCF, 2003). 
Alexander and Archer (2001) argued that "the [IASB], as a private sector standard- 
setter, shares the following reasons for developing its conceptual framework: (a) it may 
be considered [as] attempts to assemble a body of accounting theory, and (b) they may 
be thought of as devices to confer legitimacy and authority on a private sector standard- 
setter that lacks the legal authority of a public body" (Alexander & Archer, 2001b). 
The IASC board adopted the descriptive approach through its framework in order to 
have a wider international applicability (Alexander and Archer, 2005). The IASC's 
Framework, however, is much briefer than the FASB's "Statements of Accounting 
Concepts", is also shorter than the U. K. ASB's "Statement of Principles" (Alexander 
and Archer, 2001). In common with other conceptual frameworks, particularly the 
FASB and U. K. ASB, the IASC's Framework also covers the following topics that are 
shown in Table 3.3.2.1. 
Table 3.3.2.1: the common topics between IASC' Framework and FASE and ASB frameworks 
IASC' CF FASB'CF ASB'CF 
Objective of financial statements. Objectives of financial reporting. Objective of financial statements 
Qualitative characteristics of Qualitative characteristics of useful Qualitative characteristics of financial 
financial statement information. accounting information. information 
Elements of financial statements. Elements of financial statements Elements of financial statements 
Principles for recognition of the Criteria for recognizing and Recognition in financial statements. 
elements. measuring those elements. 
Bases for measurement of the Use of cash flow and present value Measurement in financial statements 
elements. information in accounting 
measurements. 
. uui c. rucxwlucr anu rucncr, tvu r; ana wuKins, tUUI 
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The relationship between the Framework and IAS1, "Presentation of Financial 
Statements", is worthy of comment in the context of the comparison of IAS GAAP with 
U. S. GAAP. As noted above, originally the start of work on what became the 
Framework was linked to the revision of IAS 1. This revision was then deferred and not 
completed until 1997. The revised IAS1 is a major standard that supersedes the former 
IASs 1,5 and 13. 
Although the Framework does not have the status of a standard, it and IAS 1 (revised) 
may to some extent be considered as complementary. The Framework itself does not 
conflict with U. S. GAAP in any important respect, but IAS1 (revised) does. Its 
paragraphs 16-18 contain a provision to the effect that a specific requirement of an IAS 
may need to be departed from "in extremely rare circumstances... when the treatment 
required by the standard is clearly inappropriate and thus a fair presentation cannot be 
achieved either by applying the standard or though disclosure alone" (Alexander and 
Archer, 2003). This is the so-called "override", which is quite alien to U. S. GAAP. The 
override is mandatory if the circumstances require it. While the override represents a 
major difference between IAS GAAP and U. S. GAAP in principle, the restrictions 
placed on its use by IAS 1 suggest that there should not be many cases of it in practice" 
(Alexander and Archer, 2003). 
The framework is concerned with "hereafter referred to as financial statements", 
including consolidated financial statements. These are described as being prepared and 
presented at least annually and being directed toward the common information needs of 
a wide range of users. They do not include special purpose reports such as prospectuses 
and tax computations (IASC, 1989, par. 6). 
The term financial statements is understood as comprising a balance sheet, an income 
statement, a statement of changes in financial position, and those notes and other 
statements and explanatory material that are an integral part of the financial statements. 
Supplementary schedules and information derived from, and expected to be read with, 
financial statements may also be included. Examples are segment reporting and 
information about the effects of changing prices. However, financial statements do not 
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include such items as directors' reports, chairman's statements, management reports, 
and similar material that may be included in a financial or annual report (IASC, 1989, 
par. 7). 
3.3.3 The Decision Usefulness versus Stewardship 
The IASC/IASB's framework retains the decision usefulness approach to the objectives 
of financial statements that was included in IAS1 (1974). Two questions, however, 
arose during the development of the framework on the objectives of financial 
statements: 
1. Should the objective of financial statements be to show the results of the 
stewardship of management, or the accountability of management for the 
resources entrusted to it? 
2. Should the objective of financial statements be to show a true and fair view of 
financial position, performance and changes in financial position? 
The IASB answered the first question through its framework in paragraph 14, which 
states that "[f]inancial statements also show the results of the stewardship of 
management, or the accountability of management for the resources entrusted to it. 
Those users who wish to assess the stewardship or accountability of management do so 
in order that they may make economic decisions; these decisions may include, for 
example, whether to hold or sell their investment in the enterprise or whether to 
reappoint or replace the management (IASC, 1989, Para. 14). They are not interested in 
stewardship or accountability for its own sake (Cairns, 2001, p. 8). Solomons (1988) in 
his study for the Institute of Chartered Accountants in England and Wales (ICAEW), 
makes the same point slightly differently. He suggests that the use of financial 
statements for decision making `depends on and follows from their use in assessing 
performance' (Cairns, 2001, p. 8; Solomons, 1988, p. 9). 
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The second question - `true and fair' question - arose during the project on the 
objectives of financial statements. It was noticed by Cairns (2001) that "some of IASC 
board members were familiar with notion of a `true and fair view' and might have 
supported a `true and fair' objective. Others (particularly the North Americans) argued 
that they did not understand what was meant by a `true and fair view'. The `true and 
fair' phrase had not been used in IASs or other IASC pronouncements although it did 
appear in the IASC's 1980 discussion paper on the financial statements of banks" 
(Cairns, 2001, p. 8). According to the thinking of Americans, the British term "true and 
fair view" differs from their term "fair presentation" which is "as being a matter of 
formal compliance with a set of accounting rules"(Alexander and Archer, 2003, p. 1.09), 
while the British term "a true and fair view" "has historically implied not just 
compliance with a set of accounting rules but also respect for an overriding principle or 
meta-rule that the financial statements, in the judgment of the preparer and the auditor, 
fairly reflect the economic substance of the situation reported upon, to which end a 
departure from one or more of the accounting rules may be called for" (Alexander and 
Archer, 2003, p. 1.09). 
The IASB concluded that the objective of financial statements should not be expressed 
in terms of "a true and fair view". Instead the framework asserts that the application of 
the qualitative characteristics in the framework and appropriate accounting standards 
would normally result in financial statements that convey what is generally understood 
by "true and fair view". This true and fair question also reappeared during development 
of IAS 1 (revised) but the board again decided against using the words although it did 
introduce the overriding concept of " fair presentation" (IAS 1 revised, Para. 10 to 18). 
The framework also retains the focus in IAS 1 (1974) on the common needs of a variety 
of users of financial statements (stakeholders). It makes clear that financial statements 
should be useful to a `wide range of users'. Furthermore, it does not rank those users in 
order of priority although some commentators have asserted, wrongly, that the IASC 
framework focuses primarily on the needs of investors. What the framework does say is 
that the provision of information that meets the needs of the providers of risk capital 
will also meet most of the needs of other users that financial statements can satisfy 
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[framework for the Preparation and Presentation of Financial Statements, 10]. If users 
other than providers of risk capital have other needs, which can be met by financial 
statements, the IASC would consider addressing those needs (Cairns, 2001a, p. 8). 
The Corporate Report (1975), as mentioned in the previous chapter, also asserted the 
importance of reporting accounting information to a wider group of users. 
In recent years, however, there has been an increasing acknowledgment that since 
financial stakeholders, such as shareholders and creditors, are not the only group 
affected by the actions of a business entity, there is an obligation to report to a wider 
group of users, which includes employees, trade unions, consumers, government 
agencies and general public. 
Radebaugh and Gray (1997), for example, suggested a variety of reasons for this 
widespread belief that companies should openly disclose information to groups other 
than finance providers. One of the most significant is the development and growth of 
the influence of trade unions and employees in the most developed countries by having 
an impact on management decisions in general. In Germany, for example, the right to 
disclose is established in law with works councils given access to a wide range of 
financial and non-financial information. The philosophy behind this is that such 
accesses will promote mutual trust between employers and employees. Furthermore, 
there is increasing public interest in the external impacts of large companies in relation 
to environment (e. g. pollutions), and their influence on national economics and social 
polices (Radebaugh &Gray, 1997). 
These developments, among others, have expanded the concept of "accountability" and 
the desire of various groups in society to monitor and influence the behaviour of 
business corporations. Wider corporate accountability thus has become an issue of 
major interest in recent years in developed countries. In economies in transition 
countries, the conditions necessary for increased accountability and disclosure are 
considerably less well developed (Belkaoui, 1994). 
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3.3.4 Previous Studies on Compliance with International Financial 
Reporting Standards 
Although accounting literature concerning the International Financial Reporting 
Standards includes a variety of books, few empirical studies focus on the compliance 
with International Financial Reporting Standards in both developed and developing 
countries. In this section, a review of three main previous survey studies which have 
highlighted the issue of compliance with IFRSs will be briefly presented. 
Prior empirical studies concerning the adoption of, or compliance with International 
Financial Reporting Standards have revealed different problems of non-compliance with 
IFRSs (El-Gazzar et al., 1999; Street et al., 1999; Tower et al., 1999; Cairns, 2001b; 
Naser et al., 2002; Street and Gray, 2001; Abd-Elsalam and Weetman, 2003). The 
discussions below cover the findings of three of the above-mentioned studies, namely, 
Cairns, 2001b; Street and Gray 2001; and Tower et al., 1999. 
Cairns (2001b) noted that despite "[a]ll the IASC's [now IASB] achievements and its 
hard won support from IOSCO, the SEC, the European Commission and national 
standard setting bodies are being undermined by poor levels of compliance by 
companies that purport to comply with IASs and by some poor auditing (or lack of 
auditing) of IAS financial statements". 
Cairns (2001b) conducted a company survey which examined in more detail the annual 
reports of 165 listed companies, which refer to the use of IASs in their 1999/2000 
financial statements. This study shows some changes from the previous 1999 survey 
study that result from increases in the sample, and others which result from changes in 
the polices and practices of the companies. Table 3.3.4.1 provides the results of both 
company surveys of 1999 and 2000 according to the categories of compliance with 
IASs. 
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Table 3.3.4.1: Categories of compliance with IASs 
Categories of compliance with IASs 1999 2000 
1 Full IAS compliance 68 102 
2 Full compliance with national standards that comply with IASs 2 4 
3 Full IAS compliance with exceptions specified in the accounting polices 16 10 
q 
Full (AS compliance with exceptions specified in the notes to the financial statements 
but outside the accounting polices 
2 3 
5 Accounting polices comply with IASs or are based on IASs or the principles in IASs 7 4 
6 
Accounting polices comply with IASs or are based on lASs or the principles in IASs but 
with specified exceptions from full compliance 
4 4 
7 IASs used only when there are no equivalent domestic standards 7 12 
8 IASs used only for selected items or when permitted by domestic requirements 7 7 
9 Reconciliation from domestic GAAP to IASs 3+ 6'+ 
10 Summary IAS financials 2 4' 
11 Unquantified description of differences from IAS treatments 8+ 5+ 
Total 125 165 
'one company is classified in both categories 9 and 10 
+ one company is classified in both categories 9 and 11 
Source: Cairns (2001 b, p. 5) 
Cairns (2001b) study survey results also revealed the following trends: 
(i) Austrian, German and Swiss companies are increasingly reporting in accordance 
with IASs- and, for the substantial majority, this means full compliance; 
(ii) the use of IFRSs is declining in France and the Nordic countries; 
(iii) Italian companies use IASs only as residual standards; and 
(iv) almost no companies in Australia, Canada, the Netherlands, the UK and the USA 
refer to the use of IFRSs (Cairns, 2001b, p. 3). 
Street and Gray (2001), in their study ' Observance of International Accounting 
Standards: Factors explaining non-compliance', examined the financial statements and 
footnotes of 279 companies that referred to the use of IASs to assess the extent of 
noncompliance with IASs using a checklist of IASC-required disclosures and 
measurement/presentation practices. They attempted to explain the extent of 
noncompliance by testing for association with factors such as listing status, company 
size, profitability, type of industry, the manner in which companies refer to IASs, type 
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of auditor, type of accounting standards used as stated in the audit report, type of audit 
standards used, country of domicile and the size of the home stock market (Street and 
Gray, 2001). 
The findings of the Street and Gray (2001) study disclosed worrying levels of 
noncompliance with IASs and showed that key factors associated with the levels of 
compliance include listing status, being audited by an international firm, the manner of 
reference to IASs in the accounting policy note and country of domicile (Street and 
Gray, 2001). 
However, with regard to compliance with IFRS disclosure requirements, the Street and 
Gray study showed that compliance tends to be significantly greater for companies: (i) 
with a non-regional listing, (ii) that are in the transportation, communication and 
electronics industry, (iii) that refer exclusively to the use of IASs, (iv) that are audited 
by a Big 5+2 firm6, and (v) that are domiciled in China or Switzerland (Street and Gray, 
2001, p. 5-6). In contrast, lower levels of compliance were found in companies 
domiciled in France, Germany, or other Western European countries (Street and Gray, 
2001, p. 6). 
Tower et al. (1999) examined the extent of compliance with International Accounting 
Standards in six countries in the Asia-Pacific region, namely, Australia, Hong Kong, 
Malaysia, Philippines, Singapore and Thailand. This study was conducted to analyse 
ten listed companies' 1997 annual reports in each of the six countries. Each annual 
report was examined for compliance with twenty-six IAS standards 
(1,2,5,7,8,9,10,11,13,14,16,17,18,19,20,21,22,23,24,25,27,28,30,31,32,33) applicable to 
year ending 1997. They attempted to examine the influence of six factors, namely, 
country of reporting, size of the enterprise, level of enterprise leverage, level of profit, 
industry, and number of days an enterprise takes to issue the annual report, on the extent 
of compliance with IASs. 
The findings of the Tower at al. study revealed that the country in which a company 
reports influenced the financial reporting rules. High compliance with the mean of 
6 Big 5+2 audit firms: Arthur Anderson, KPMG, Ernst & Young, Cooper &Lybrand, Price Waterhouse, 
BDO International, and Grant Thornton Int. 
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compliance with IASs being 90% or above was found in Australia, Thailand, Malaysia 
and Singapore because of the heavy reliance placed on IAS in those countries. The 
mean of compliance was 89% in Hong Kong and 88% in Philippines despite the 
influence of UK and USA accounting standards (Tower et al., 1999). 
The conclusions drawn from reviewing the above three previous studies on compliance 
with IFRSs can be summarised as follows. The findings of previous studies of different 
levels of compliance and/or non-compliance with IFRSs focused researchers' attention 
on the approaches used for measuring the extent of compliance with IFRSs. 
Some prior studies use IFRS compliance as dichotomous measure (i. e. compliance 
versus non compliance). This means that the researchers assumed that a company's 
attestations regarding its adoption of IFRSs in the financial statement or IASC/ IASB 
list of adopters were sufficient to presume that the company was fully complying with 
IFRSs (e. g. El-Gazzar et al., 1999; Murphy, 2000; and Ashbaugh and Pincus, 2001). 
Ashbaugh and Pincus (2001), for example, assessed IFRS compliance with a 
dichotomous measure. Their evaluation of the IFRS compliance was based simply on 
lists of adopters obtained from the IASC's website in 1993. They also examined many 
of their sample firms' annual reports to confirm the year of adoption. However, they 
demonstrated that neither the IASC/IASB list nor companies' annual report claims 
should be used as confirmation of firm' compliance with IAS/IFRSs. 
On the other hand, Cairns (2001b) used a more detailed measurement scale for 
assessing the extent of compliance with IFRSs. He placed companies mentioning IFRS 
in their 1999/2000 financial statements into eleven categories (see Table 3.3.4.1). Tower 
et al. (1999) and Street and Gray (2002) used a measure of IFRS compliance by 
examining it as a continuous variable. This approach of measuring appears to be 
preferable to Cairn's approach in that it measures compliance with more precision. 
There are several difficulties with Cairn's approach for an empirical analysis. This is 
because the guideline for placing a company into a particular category seem less precise 
and more subjective. The categories also are not rank-ordered from most compliant to 
least compliant. 
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The above three studies and other empirical preceding studies consistently identified 
different country-specific and firm-specific characteristics and their impact on the level 
of corporate disclosure and the extent of compliance with IFRSs. These characteristics 
are company size, listing status, leverage (gearing), profitability, type of industry, and 
type of auditor (see Table 2.5.3.1 in chapter 2 and Table 3.3.4.2). 
Table 3.3.4.2: Country-specific and Firm-specific characteristics examined in selected 
previous studies on compliance with IFRSs in developed and developing countries 
Researcher Year Environmental 
characteristics 
Country 
Abd-Elsalam 2003 Legal form (+) Egypt 
&Weetman Share trading (+) 
Type of business (+) 
Audit firm (+) 
Compliance statements + 
Naser, Al-Khatib, & 2002 Company Size (+) Jordan 
Karbhari Return of equity (+) 
Liquidity (-) 
Profit margin (+) 
Ownership structure (-) 
Capital structure (+) 
Audit firm status (+) 
Type of industry 
Street & Gray 2001 Listing status (+) Worldwide 
Company size (0) 
Profitability (0) 
Industry type (+/-) 
Manner refer to IASs (+) 
Type of auditor (+) 
Type of accounting 
standards (0) 
Type of audit standards (0) 
Country of domicile (+/-) 
Size of home stock market 
(0) 
Tower et al 1999 Country of reporting (+) Regional 
Company size (0) 
Profitability (0) 
Industry type (0) 
Leverage (0) 
Number of days to issue 
annual reports (-) 
Notes: (+) positive relationship; (-) negative relationship; (0) no relationship 
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Although previous empirical studies on the extent of compliance with IFRS disclosure 
requirements have addressed different environmental factors that have a significant 
impact on the variations of levels of compliance by listed companies, two factors were 
ignored, namely foreign direct investment and country governance regime. Hence, it is 
the intention of the current study to extend the scope by including the influence of levels 
of foreign direct investment and country governance characteristics on the extent of 
compliance with International Financial Reporting disclosure requirements in annual 
reports of listed companies in the seven ETCs 
3.4 Conclusion 
The purpose of this chapter was to review the literature related to corporate financial 
reporting reform in economies in transition and compliance with International Financial 
Reporting Standards. It attempted to highlight some issues concerning the need to 
reform the financial reporting system in the economies in transition. Furthermore, an 
attempt was made to explain briefly the International Financial Reporting Standards as 
an option for financial reporting reform in economies in transition. Also the chapter 
reviewed previous studies related to the issue of compliance with IFRSs in developed 
and developing countries and the environmental factors which have an impact on 
compliance with IFRSs. 
Consideration of the literature review, in Chapters two and three, highlighted the issues 
of corporate financial reporting and compliance with International Financial Reporting 
Standards, and environmental factors that are considered to have an impact on the extent 
of disclosure and compliance with IFRSs. These issues will provide a framework for the 
development of the research questions and related hypotheses which are presented in 
Chapter four. 
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CHAPTER 4 
Research Questions, Objectives and Hypotheses 
4.1. Introduction 
As mentioned in chapter one, the purpose of this study is to investigate the extent to 
which financial reports published by listed companies on the stock markets in the seven 
economies, meet the disclosure requirements of IFRSs and the factors that may influence 
the extent of compliance with IFRS disclosure requirements in the annual reports of these 
companies. It is hoped that the relevance of IFRSs to the case of the seven economies in 
transition will be seen. The previous chapters two and three were devoted to a review of 
the relevant literature on the above issues. In this chapter, research questions, the 
objectives of the study and hypotheses tested are considered. The research questions and 
the objectives of this study are dealt with in section 4.2. The hypotheses of this study will 
be presented in section 4.3. Conclusion is offered in section 4.4. 
4.2. Research Questions and Objectives 
4.2.1 Extent of Compliance with IFRS Disclosure Requirements in 
Annual Reports 
As mentioned earlier, many ETCs have started to adopt IFRSs as national standards to 
assist their economic reform programmes towards a free market economic system 
(Saudagaran and Diga, 1997). Seven ETCs in the Middle East region have adopted IFRSs 
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as a Type A choice' for financial reporting reform (Deloitte Touch Tohmatsu, 2003). 
Others have set national financial reporting standards, which are close to IFRSs. 
Financial reports of listed companies, which are prepared according to IFRSs, have been 
accepted internationally in most national or regional Stock Exchanges. However, the 
extent of compliance with IFRSs is a matter of interest to OECD, IOSCO, WB, IMF and 
IASB. Results of prior empirical research on the extent of compliance with IFRSs showed 
that non-compliance with IFRSs is a problem (Tower et at., 1999; Street et al., 1999; 
Street and Bryant, 2000; Cairns, 2001b; and Street and Gray, 2002). 
As already noted, according to IASB, "... financial statements should not be described as 
complying with IFRSs unless they comply with all the requirements of each applicable 
standard and each applicable interpretation of the Standing Interpretations Committee" 
(May 2002). 
To this end, two questions are investigated with respect to the seven ETCs: 
Q1: What is the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies in the seven ETCs in the Middle East region? 
Q2: Which factors are statistically significant in explaining cross-sectional variations 
in the extent of compliance with IFRS disclosure requirements in annual reports of 
listed companies investigated? 
In respect of the above questions, the specific objectives in this study are as follows: 
' Type A choice of financial reporting reform attempts to replace the previous financial reporting system 
with International Financial Reporting Standards (IFRSs). 
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9 To examine the extent of and cross-sectional variations between firms in the seven 
ETCs in compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
" To identify and evaluate the country-specific and firm-specific characteristic 
factors, which may explain the cross-sectional variations in the extent of 
compliance with IFRS disclosure requirements in annual reports of listed 
companies in the seven ETCs. 
4.2.2 Country-specific characteristics and the extent of compliance with 
IFRS disclosure requirements in annual reports 
The literature chapter (Chapter 2) describes the international and national factors that may 
influence the corporate financial reporting practices outside the firm but within the 
country. The national factors are: type of economy and degree of economic development, 
capital market development, political and legal system, corporate governance, 
government, stock exchange regulations, national law effects, religion, family, and other 
factors. 
For the purpose of this study, the factors which will be considered in investigating the 
cross-sectional variations in the extent of compliance with IFRS disclosure requirements 
in the annual reports of listed companies in seven economies in transition, are (1) foreign 
influence2, (2) degree of economic development, (3) capital market development, (4) 
political system influence, and (5) corporate governance regime. Government, stock 
exchange regulations, national law effects, religion and other factors, such as accounting 
profession, colonial history, multinational corporations and culture have been excluded 
from this study because, in the case of the seven economies, these factors are assumed to 
have no influence on the extent of compliance with IFRS disclosure requirements in 
2 For analysis purposes, the foreign influence factor was grouped under the country-specific characteristics. 
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annual reports of listed companies, and/or are interrelated to other selected factors. This 
assumption is based on the following: 
Government factor: In the case of the seven economies in the Middle East, the 
governments did influence financial reporting practices in these economies by adopting 
and imposing the IFRSs as their national financial reporting standards. However, this 
factor has no influence on this study, because there are no cross-sectional variations in 
terms of adopting the IFRSs among the seven economies. The influence of this factor 
may exist in terms of enforcement, and this is interrelated to country governance factor 
which is considered in this study as one of country-specific characteristics that has an 
influence on the extent of compliance with IFRS disclosure requirements in annual reports 
of listed companies in the seven economies. 
Stock Exchange regulations factor: in the case of the seven economies, the Stock 
Exchanges' regulations do not impose any financial reporting requirements on the listed 
companies other than that the annual reports of listed companies in these countries should 
be prepared in accordance with International Financial Reporting Standards as a 
requirement of national legislations. Therefore, this factor has no influence in this study 
because there are no cross-sectional variations among the seven economies. However, the 
influence of capital market development on the extent of compliance with IFRS disclosure 
requirements has been considered in this study as one of the country-specific 
characteristics. 
National law effects factor: The national laws of the seven economies have adopted IFRSs 
as national financial reporting standards. Apart from the fact that the requirement to 
comply with IFRSs may be a legal requirement, the effects of this factor (national law) are 
reflected in the results of this study to the extent that it is interrelated with the country 
governance regime factor, which has been considered to be one of the country-specific 
characteristics that influence the extent of compliance with IFRS disclosure requirements 
in annual reports of listed companies in the seven economies in the Middle East region. 
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Religion factor: In the case of the seven economies, this factor is assumed to be 
interrelated to other country-specific factors, namely the country governance regime 
which has been considered to have an influence on the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies. Six of the seven countries 
are predominantly Islamic, while the seventh (Cyprus) is predominantly Christian. Cyprus 
does not stand out as being different from the other six countries as the legal system in all 
the countries is a secular one rather than based on religion. 
It was stated in Chapter 2 that in the case of banks, there is a subset of institutions for 
which specific financial reporting standards have been issued by the Accounting and 
Auditing Organization for Islamic Financial Institutions (AAIOFI). Compliance with 
AAOIFI standards was a requirement in some of the seven countries (Bahrain and 
Jordan). However, compliance with AAOIFI disclosure requirements would not affect 
compliance with those of IFRS because the AAOIFI requirements are intended to be 
complementary to those of IFRS, not an alternative to them. Hence, the factor `religion' 
should not affect the results of this study. 
Family factor: family ownership of a company is common in the seven economies. Family 
ownership is typically associated with concentrated ownership. Thus, the influence of this 
factor is taken into account in the study insofar as it is captured by the ownership structure 
factor (shareholder concentration), which is considered in this study as one of the firm- 
specific characteristics that has an influence on the extent of compliance with IFRS 
disclosure requirements in annual reports in the seven economies. 
Accounting profession, colonial history, multinational corporations and culture factors 
may influence the extent of compliance with IFRS disclosure requirements in annual 
reports. However, the seven economies are geographically proximate and they often share 
similar characteristics in terms of their historical and cultural backgrounds (Choi, 1981). 
These seven economies are in one region, namely the Middle East, and it was assumed 
that, for the seven, these excluded factors are relatively similar and they have fewer 
variations to explore their influence on the extent of compliance with IFRS disclosure 
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requirements in annual reports of listed companies. Most of the seven economies do not 
have well-developed professional accounting bodies and they rely on U. K. and U. S. 
professional qualifications and most of them were British colonies or protectorates. These 
factors are interrelated with foreign influence. These countries do not have domiciled 
multinational corporations. They share a Mediterranean culture and this factor is 
interrelated with the country governance factor. 
The importance of corporate governance lies also in explaining the issues of ownership 
structure and influence, financial stakeholders' rights and relations, structures and 
processes of organs of governance, and financial transparency and information disclosure. 
For example, the Cadbury Report (1992) states that "[f]inancial reporting and auditing 
systems should provide full disclosure at the appropriate time to affect decisions". The 
corporate governance system, therefore, is in principle one of the important influences on 
the type and quality of corporate financial reporting. 
Thus an outsider model of corporate governance has the potential to enhance the quality 
of corporate financial reporting in general and the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in particular. To this end, it 
is necessary to ascertain and understand the extent to which corporate governance 
mechanisms are deemed effective and the factors which influence these in each country 
for measures to be taken to redress gaps which may exist. The question we will 
investigate, therefore, is: 
Q3: How may the variations in the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies be explained in terms of the five 
country-specific characteristics? 
In respect of the above question, the purpose of this study is: 
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0 To ascertain the impact of foreign influence, degree of economic development, 
capital market development, political system influence, and country governance 
regime factors on the extent of compliance with IFRS disclosure requirements in 
the annual reports of listed companies. 
4.2.3 Firm-specific characteristics and the extent of compliance with 
IFRS disclosure requirements 
Prior empirical studies on disclosure and compliance with IFRSs sought to examine the 
relationship between the extent of disclosure and compliance and some firm-specific 
characteristics, which can be classified into three categories; performance, structure and 
market related variables. For the purpose of this study five variables will be examined; 
ownership structure, company size, profitability, type of industry, and type of external 
auditor. 
Thus, the question to be investigated is: 
Q4: How may the variations in the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies be explained in terms of the five 
firm-specific characteristics? 
In respect of the above question, the purpose of study is: 
" to evaluate the impact of ownership structure, company size, type of industry, 
company performance, and type of auditor on the extent of compliance with 
IFRSs disclosure requirements in annual reports of listed companies. 
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4.3 Research Hypotheses: 
In the following sections the development of research hypotheses of this study will be 
considered. 
4.3.1 Country-specific Characteristics 
4.3.1.1 Foreign Influence 
Whilst a country's own socio-economic environment is an important influence on the 
corporate financial reporting system (Nobes and Parker, 2000), foreign influences have 
been increasingly more important. The International Accounting Standards Board (IASB), 
for example, aims to develop high quality accounting standards, which are used by 
business and other organisations for financial reporting around the world (Alexander and 
Archer, 2005). This has an influence on accounting systems in both developed countries 
and ETCs, and more specifically in the case of the latter. 
The IASB states that "[t]he economic and financial crisis which began in 1998 in certain 
Asian countries and spread to other regions of the world showed the need for reliable and 
transparent accounting and financial reporting [systems] to support sound decision- 
making by investors, lenders and regulatory authorities" (IASB's Website, 2001). Other 
international organisations, such as the WB and the IMF also apply pressure on the ETCs 
to adopt accounting standards which are accepted internationally. 
Foreign direct investment (FDI) has also become the most popular external financing 
strategy in the ETCs. Many of the seven ETCs tend to rely on FDI3, which is playing a 
major role in their economic development. For example, FDI flows to Egypt have grown 
almost constantly during the past 15 years. Egypt has become the most important host 
country among Arab countries since 1999, reflecting to a certain extent the improvements 
3 See Appendix 4.1: the inflow of FDI in the country study sample. 
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in the fundamentals and the regulatory framework in the country (Fujita, 2001). Recent 
FDI flows to Bahrain and Jordan have also been substantial (Fujita, 2001). 
The flow of foreign funds into the capital markets in the seven ETCs may be associated 
with an increase in the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies because foreign investors rely on accounting information to 
protect their investments. 
Based on these arguments, the first hypothesis is: 
H,,,: There is a positive association between the level of foreign direct investment and 
the extent of compliance with IFRS disclosure requirements in annual reports of 
listed companies. 
4.3.1.2 Degree of Economic Development 
The economic environment is important to the development of accounting in general, and 
reporting and disclosure in particular (Nair and Frank, 1980; Belkaoui, 1994; and 
Enthoven, 1977). Economic development consists of economic growth and various 
structural and social changes. One of these structural and social changes concerns the 
need for financial reporting tools to measure the performance of each component of the 
economy in terms of efficiency and productivity (Belkaoui, 1994). 
The relationship between the economic environment and accounting has been discussed 
widely in the accounting literature (Mueller, 1967; Radebaugh, 1975; Choi and Mueller, 
1984; Arpan and Radebaugh, 1985; Adhikari and Tondkar, 1992; and Belkaoui, 1994). A 
country's stage of development may have an influence on accounting development and 
practice. In countries with high levels of economic development, the social function of 
financial reporting to measure and communicate economic data becomes much more 
important (Adhikari and Tondkar, 1992). 
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One main objective of economic reform in the seven ETCs is to bring the economic 
system into compliance with free market economy requirements, which require high 
quality accounting and financial reports prepared according to financial reporting 
standards that are accepted internationally (such as IFRSs) in order to attract foreign 
capital into their economies. In theory, the more advanced levels of economic 
development are associated with relatively high quality levels of financial reporting. 
However, the evidence on the relationship between the quality level of financial reporting 
and economic development is mixed. For example, Belkaoui (1983) and Adhikari and 
Tondkar (1992) found no evidence of the relationship between the economic development 
and the development of the financial reporting system. In contrast, Nair and Frank (1980), 
Cooke and Wallace (1990), Doupnik and Salter (1995), and Salter (1998) found evidence 
in support of the association between the degree of economic development and the 
development of financial reporting system. 
Since the existing evidence regarding the impact of the degree of economic development 
is mixed, a study exploring the influence of the degree of economic development on the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies in the seven ETCs may provide new evidence. Thus the next hypothesis is: 
H, 2: There is a positive association between the degree of economic development and 
the extent of compliance with IFRS disclosure requirements in annual reports of 
listed companies. 
43.1.3 Capital Market Development 
While a stock exchange listing heightens pressures on listed companies to disclose more 
information to local and foreign investors ( for example, because of the listing rules), 
there is a question regarding the extent to which such pressures drive companies to use 
accounting standards that are accepted internationally. Since the International 
Organisation of Securities Commissions (IOSCO) has accepted IFRSs for cross-border 
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listing by securities markets worldwide and since capital market regulations are 
considered to be one of the key factors influencing corporate financial reporting, it would 
be appropriate to examine this impact on compliance with IFRS disclosure requirements 
in annual reports by listed companies in the seven ETCs. 
Prior studies (Cooke, 1989,1991; Adhikari and Tondkar, 1992; Gray et al., 1995; Street 
and Bryant, 2000; Street and Gray, 2002) provide evidence that listing status has an 
impact on the level of disclosure and the extent of compliance with IFRSs because listed 
companies seek to comply with the international investor demands (Chow et al., 1995). 
There is also evidence that financial reporting is important for the development of the 
capital market because the participants in the capital market demand extensive and 
reliable accounting information (Gray et al., 1984; Lee, 1987; Lev, 1988; Doupnik and 
Salter, 1995; and Larson and Kenny, 1995). 
Saudagaran (1988), Meek and Gray (1989), Saudagaran and Biddle (1992,1995), 
Adhikari and Tondkar (1992), and Larson and Kenny (1995) found empirical evidence 
supporting an association between the development of the financial reporting system and 
the capital market in both developed and developing countries. Doupnik and Salter (1995) 
point out that as the level of activities increases in the stock market, investors request 
more information about listed companies for making their investment decisions. In 
addition, Ndubizue (1992) argued that the relationship between accounting information 
and the development of domestic capital markets is a crucial policy issue for the ETCs 
that aim to increase capital inflows to their economies. 
Therefore, capital market size and development may influence the financial reporting 
system of any country, especially the ETCs, through creating the need to adopt IFRSs and 
the pressure to improve the extent of compliance with IFRS disclosure requirements in 
annual reports of listed companies. Thus, the following hypothesis is stated: 
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HA3: There is a positive association between capital market size and the extent of 
compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
4.3.1.4 Political System 
The political environment could influence the development of the financial reporting 
system both directly and indirectly. The degree of political freedom in a country is 
important to the development of accounting in general and reporting and disclosure in 
particular. Prior studies (Goodrich, 1986; Belkaoui, 1994; Pourjalali, 1995 and Williams, 
1999) provide evidence that the political environment has an impact on the financial 
reporting system. 
Since the aim of the corporate financial reporting reform in the seven ETCs4 is to adopt or 
develop a corporate financial reporting system that provides transparent financial reports 
for foreign and domestic users, a degree of political freedom is required. The degree of 
political freedom in this context means above all freedom from political interference in 
the economy and is associated with the degree of economic freedom. Economic freedom 
means "the absence of government coercion or constraint on production, consumption of 
goods and services beyond the extent necessary for citizens to protect and maintain liberty 
itself' (O'Driscoll et al., 2003, p. 50). However, the issue of political freedom in a broader 
sense of human rights, etc., is arguably not relevant in the case of ETCs. For example, in 
Chinas there is an increasing degree of economic freedom but little or no increase in 
political freedom in the sense of human rights. However, the related issue of freedom of 
information and freedom of comment is relevant to transparency. 
The evidence provided by previous research supports the impact of political freedom in 
the narrowest economic sense on the corporate financial reporting system. Thus, it is 
hypothesised that: 
4 The seven ETCs vary in their degree of political freedom. 
According to Karatnycky et at (2003) China is not a free country in terms of political rights and civil 
liberties (Karatnycky et al., 2003, p. 141). 
74 
HA,: There is a positive association between the degree of political freedom (in the 
narrowest economic sense) and the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies. 
4.3.1.5 Country Governance Regime 
Economic reform polices differ among ETCs according to their circumstances. Svejnar 
(2002) distinguished between two complementary types of reform processes, Type I and 
Type II, which could be followed by ETCs. Type I reforms include macro stabilisation 
(such as restrictive fiscal and monetary policies, wage controls, a fixed exchange rate, and 
so forth), micro strategy (such as price liberalisation) and dismantling the institutions of 
the centrally-planned system by reduction of direct subsidies to trusts and state-owned 
enterprises, removal of barriers to the creation of new enterprises and banks, carrying out 
small-scale privatisations and the introduction of some elements of a social safety net 
(Svejnar, 2002, p. 5). 
Type II reforms include "the development and enforcement of laws, regulations and 
institutions that would ensure a successful market-oriented economy. These reforms 
include the privatisation of large and medium-sized enterprises; establishment and 
enforcement of a market-oriented legal system and accompanying institutions; further in- 
depth development of a viable commercial banking sector and the appropriate regulatory 
infrastructure; labour market regulations; and institutions related to public unemployment 
and retirement systems" (Svejnar, 2002, p. 5). 
It became clear that it is not enough for the ETCs just to transfer ownership to the private 
sector; there is also a need to introduce corporate control of management and an 
appropriate social infrastructure. This social infrastructure requires a legal framework in 
which corporate governance entails not only the relations of shareholders to managers, but 
also the rights of minority shareholders and other stakeholders, identifying ownership 
structure and property rights, regulations governing corporate financial reporting, and the 
75 
accountability of boards of directors (Gugler, 2001; Monks and Minow, 2001; Charkham, 
1994; Warren, 2000; and Ahn et al., 2002). 
Changing the mode of corporate governance from governmentally-oriented to market- 
oriented requires a stable political system, the rule of law, a competent legal system and a 
concomitant system of accountability, and transparency. Empirical evidence suggests that 
improved corporate governance increases the efficiency of capital allocation within and 
across companies, reduces the cost of capital for issuers, helps broaden access to capital, 
reduces vulnerability to crises, fosters saving provisions, and renders corruption more 
difficult (Fremond and Capaul, 2002). 
This study seeks to examine empirically the association between corporate governance 
indicators and the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies in the seven ETCs. These indicators are at country level and 
include accountability, political stability, government effectiveness, regulatory quality, 
rule of law, and control of corruption (Kaufmann et al., 2003). Thus, the next hypothesis 
is generated: 
Hs: There is a positive association between the quality of corporate governance as 
reflected in country governance indicators and the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies. 
4.3.2 Firm-specific Characteristics 
Five hypotheses will be developed based on the selected firm-specific characteristics. 
4.3.2.1 Ownership Structure 
Agency theory suggests that when there is greater separation between those who own 
(principal; accountee) and those who manage the capital (agent; accountor), the potential 
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for conflict of interests between principals and agents will be greater (Fama and Jensen, 
1983). These conflicts will be greater for listed companies because of the contractual 
relationships which exist between a wide range of parties. Also, the accountees have 
difficulty in monitoring the actions of the accountors; it is possible that the accountors 
will use the information in their own interests (Ijiri, 1975). 
In discussing the influence of ownership structure as an important determinant of 
disclosure (Nagar et at., 2003), most studies have looked at it in terms of the effect of the 
dispersion or concentration of ownership point of view. This viewpoint considers only the 
separation between the accountees and the accountors. Proxies used include ratio of 
shares owned by the top 10 shareholders to total number of shares (Haniffa and Cooke, 
2002: Hossain et at., 1994) and ratio of shares owned by the largest shareholders to the 
total number of shares (Raffournier, 1995). Haniffa and Cooke (2002), Raffournier (1995) 
and Hossain (1994) consider that disclosure will be greater for companies whose 
ownership is dispersed because it helps the principals to monitor the behaviour of the 
agent as predicted by agency theory. The higher the ownership spread the greater would 
be the agency problem. 
On the other hand, concentration of ownership equity6 held by a small group of 
shareholders, for example, large family and institutional shareholdings, may also be an 
important factor influencing disclosure and the extent of compliance with IFRS disclosure 
requirements in annual reports. Owning a large percentage of equity helps the party to 
influence through voting rights (Shleifer and Vishny, 1997) and other means, and this 
may induce management to disclose less because the information can be obtained easily 
by the controlling shareholders through internal sources, such as the board of directors. 
Monitoring problems may vary between unlisted and listed companies. For example, 
listed companies are generally bigger and they have a greater number of financial 
6 La Porta et al. (1998) found "a strong negative correlation between concentration of ownership, as 
measured by the combined stake of the three largest shareholders, and the quality of legal protection of 
investors". Concentration of ownership refers to concentration of voting equity in the hands of a very small 
number of shareholders who can continue to exercise control, to possible detriment of other stakeholders. 
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stakeholders than unlisted companies, and monitoring the accountors may be harder than 
in unlisted companies. Therefore, the foreign investors will rely on a financial reporting 
system as one way of reducing monitoring costs. Furthermore, the foreign investors will 
put pressure on listed companies to apply IFRSs. In developing countries, ownership also 
tends to be heavily concentrated (La Porta et al., 1998). Thus, it is hypothesised that: 
HA6: There is a negative association between concentration of ownership and the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
4.3.2.2 Company Size 
Many empirical disclosure studies (e. g. Chow and Wong-Boren, 1987; Cooke, 1989a, b, 
1991,1993; Meek et al, 1995; Marston and Shrives, 1996) found that a significant 
association exists between company size and the levels of disclosure. Agency theory, 
signaling theory and other theories suggested that there is a positive relationship between 
company size and disclosure levels. Large companies have an increased need for external 
funds. Agency costs can arise because of conflicting interests of financial stakeholders 
and management. It has been argued that reducing agency costs and information 
asymmetries (Jensen and Meckling, 1976) can be achieved through increasing the level of 
disclosure. Large companies have an incentive to produce financial reports and to increase 
the amount of information included in these reports (Morris, 1987; Marston and Shrives, 
1996). 
A company size hypothesis is suitable for this study because prior accounting compliance 
studies (such as Ahmed and Nicholls, 1994, Wallace and Naser, 1995, Tower et al, 1999, 
and Street and Gray, 2002) found a positive relationship between company size and 
accounting rule compliance. Based on these arguments, the following hypothesis is stated: 
HA7: There is a positive association between company size and the extent of 
compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
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4.3.2.3 Profitability 
Profitability is one of the performance-related variables that may be of interest to users of 
financial reports (Wallace et at. 1994). A number of proxies have been used to measure 
profitability, and among others, return on equity (Wallace and Nassar, 1995; Wallace et 
at., 1994); return on capital employed (Raffournier, 1995), return on assets (Abu-Nassar 
and Rutherford, 1995). ). A profitability variable has been found to be one of the factors 
that may influence the level of disclosure (Wallace and Naser, 1995). Signalling theory 
predicted that companies with good performance are more likely to disclose more 
information (Singhvi, 1968; Akerlof, 1970; Ross, 1979. Therefore, this study seeks to 
examine the relationship between company profitability and the extent of compliance with 
IFRS disclosure requirements in annual reports of listed companies in the seven ETCs. 
Thus, it is hypothesised that: 
HA8: There is a positive association between company profitability and the extent of 
compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
4.3.2.4 Type of Industry: 
Levels of disclosure may vary according to type of industry (Haniffa and Cooke, 2002). 
Type of industry has been found to be an explanatory factor for the level of disclosure in 
annual reports by listed companies (Stanga, 1976; McNally et al., 1982; Watts and 
Zimmerman, 1986; Cooke, 1991,1992; Ng and Koh, 1994; Meek et al., 1995; Inchausti, 
1997; Street and Gray, 2002; and Watson et al., 2002). 
Raffournier (1995) and Cooke (1991) found that manufacturing companies disclosed 
more than other companies. Cooke (1992,1989a, b) also found differences in the level of 
disclosure of Japanese and Swedish companies classified as manufacturing, 
conglomerates, services and trading. In their study of compliance with IASs, Street and 
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Gray (2002), found that levels of compliance tend to be significantly higher for companies 
that are in the transportation, communications and electronics industries. 
Watts and Zimmerman (1986) suggested that the type of industry to which a company 
belongs may have some influence on the level of disclosure. Ng and Koh (1994) believe 
that companies in various industries which are highly regulated, are more likely to be 
motivated to disclose more information to try to reduce political costs since they comply 
with legislation. Also, they may be required by industry regulator to make certain 
disclosures (e. g. in the case of banks). In contrast, McNally et al., (1982) found no 
difference between industries in the case of New Zealand companies. The latter result 
could be due to sample size error because some of the manufacturing industry subgroups 
contained too small a number of companies to be tested significantly (Haniffa and Cooke, 
2002). 
Since the prior studies indicate mixed evidence, it is worthwhile to examine whether 
compliance with IFRS disclosure requirements in annual reports of listed companies 
varies between industries. Thus, it is accordingly hypothesised that: 
HA,: There is a positive/negative association between type of industry and the extent 
of compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
4.3.2.5 Type of External Auditor 
Prior studies in disclosure have examined the influence of type of external auditor on the 
levels of disclosure (Singhvi and Desai, 1971; Craswell and Taylor, 1992; Watts and 
Zimmerman, 1986; and Wallace et al., 1994) and the extent of compliance with IFRSs 
(Street and Gray, 2002). 
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A company may have a higher extent of disclosure if its external auditor is one of the four 
international accounting firms (Big-4)7. This is because the Big-4 firms are know for 
higher audit quality (Titman and Trueman, 1986; Reed et at., 2000), a greater reputation 
in ensuring transparency and eliminating mistakes in a company's financial statements 
(Michaely and Shaw, 1995), and they may be more independent than local firms (Dye, 
1993). 
In the case of the seven ETCs, higher compliance with IFRS disclosure requirements may 
be associated with the Big-4 mainly because of the experience and understanding of the 
IFRSs that they had, compared to local audit firms (Haniffa and Cooke, 2002). It is 
accordingly expected that the extent of compliance with IFRSs disclosure-requirements in 
annual reports of listed companies in the seven ETCs might be affected by the type of 
external auditor. Therefore, it is hypothesised that: 
HAW There is a positive association between type of external auditor (Big 4- non Big 
4) and the extent of compliance with IFRS disclosure requirements in annual reports 
of listed companies. 
4.3.3 Summary of Research Hypotheses 
Table 4.3.1 provides a summary of the research hypotheses, the environmental factors, 
and the predicted sign of association with the extent of compliance with IFRS disclosure 
requirements in annual reports, the relevant theoretical frameworks and previous 
empirical studies. 
7 Deloitte Touche Tohmatsu, Ernst & Young, KPMG, and Pricewaterhouse Coopers 
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Table 4.3.1: Summary of research hypotheses, factors, and the predicted sign of relationship between 
the extent of compliance with IFRS disclosure requirements and the explanatory factors, and relevant 
theoretical frameworks and prior studies 
Relevant theoretical 
Hypothesis Factors Predicted sign Prior studies 
frameworks 
Level of Foreign 
Ihr positive Capital need theory direct investment 
Degree of economic Legitimacy Theory Salter (1998) 
I IA= Positive 
development Capital need theory Doupnik and Salter (1995) 
Agency theory Street and Gray (2002) 
IIAI Capital market size Positive Capital need theory Street and Bryant(2000) 
Signalling theory Larson and Kenny (1995) 
Williams (1999) 
11A4 Political system Positive Legitimacy theory Pourjalali (1995) 
Goodrich (1986) 
Agency theory 
Country governance 
I"AS Positive Stakeholder theory 
regime 
Corporate governance 
Naser et al. (2002) 
Agency theory Wallace & Naser (1995) 
IIA6 Ownership structure Negative 
Corporate governance Abu-Nassar & Rutherford 
(1994) 
Agency theory Street and Gray (2001); Naser 
IIA7 Company size Positive Signalling theory et al. (2002); Tower et al. 
Capital need theory (1999) 
Street and Gray (2001); Naser 
HAS Company profitability positive 
Agency theory 
et al. (2002); Tower et al. Signalling theory 
(1999) 
Abd-Elsalam & Weetman 
HAS Type of industry Positive/negative 
Agency theory (2003); Street and Gray (2001); 
Signalling theory Naser et al. (2002); Tower et al. 
(1999) 
Agency theory Abd-Elsalam & Weetman 
Type of external 
IIA1o Positive Signalling theory (2003); Street and Gray (2001); 
auditor 
Corporate governance Naser et al. (2002) 
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4.4 Conclusion 
This chapter has discussed the research questions to be investigated and the objectives of 
this study. Ten hypotheses to be tested have been developed. These hypotheses are related 
to the extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies in the seven ETCs in the Middle East region. Two groups of the explanatory 
factors, which have an impact on the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies, have been identified from the 
literature, namely country-specific and firm-specific characteristics. The influence of 
these factors will be tested using the research design that is presented in the next chapter. 
This next chapter (Chapter 5) will cover the research design and methodology of this 
study that include research method, how the dependent and independent variables will be 
measured, model development and data analysis. 
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CHAPTER 5 
Research Design and Methodology 
5.1 Introduction 
The previous chapter covers the research questions, objectives and hypotheses of this 
study. This chapter describes the research methodology undertaken to answer the research 
questions and to test the hypotheses generated. It starts by describing the research method 
and the sampling method, variables and measures that will be used and the data collection 
procedures and methods of data analysis. 
5.2 Research Method 
This study is essentially a cross-company study in seven ETCs in the Middle East region. 
The purpose of the study is to identify a number of independent variables, namely 
country-specific and firm-specific which have a statistically significant association with 
the extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies in the seven ETCs (a dependent variable), by testing the research hypotheses 
outlined in chapter 4 using empirical data. 
According to Deloitte Touche Tohmatsu (2003), there are seventy countries around the 
world that are differently using the International Financial Reporting Standards (IFRSs). 
Table 5.2.1 shows the use of IFRSs around the world. The seven ETCs in the Middle East 
region are among these countries in which IFRSs are required for all domestic listed 
companies. 
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However, the focus of this cross-company survey -study is to measure the extent of 
compliance with IFRS disclosure requirements in annual reports of listed companies in 
2002 in the seven ETCs in one region (the Middle East). 
Table 5.2.1: The use of IFRSs around the world 
Countries Number 
Total number of countries around the world using I FRSs 
70 
Number of countries in which IFRSs are permitted 311 
Number of countries in which IFRSs are required for some domestic listed companies 5 
Number of countries in which IFRSs are required for all domestic listed companies 32 
Number of countries in which IFRSs are required for all domestic listed companies starting 
from 2003 2 
Total 
70 
Source: Deloitte Touch Tohmatsu (2003). 
The units of analysis in this study are companies listed in seven stock exchanges in the 
Middle East region (Bahrain, Cyprus, United Arab Emirates (UAE), Kuwait, Jordan, 
Lebanon, and Egypt). The reasons for selecting the above countries are: 
I. compliance with IFRSs is required for listed companies in the above seven 
countries; 
2. they are in one region, but with different degrees of political and economic 
freedom; 
3. the different corporate governance systems in these countries range from the 
statist to the market-oriented systems; and 
4. the degree of economic development varies among them. 
The reason for excluding other countries in the Middle East region from this study is 
because they do not require the application of IFRSs for listed companies. 
1 Two countries are Hungary and Czech Republic in which IFRSs are permitted and also required for some 
domestic listed companies; also, IFRSs will be required for all domestic listed companies in 2005 (as both 
are EU members). 
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This study also endeavours to explore the association between the extent of compliance 
with IFRS disclosure requirements in annual reports of listed companies and different 
degrees of economic development, capital market development, political influence, and 
country governance regime. The countries above exhibit cross-sectional differences with 
respect to these characteristics. 
The following Table (5.2.2), for example, shows a comparison of the selected seven 
countries according to the score of economic freedom during the period 1995- 2003. 
Table 5.2.2: Overall score of economic freedom of country sample for the period (1995-2003) 
Country Averag e Overall Score Category 
2003 2002 2001 2000 1999 1998 1997 1996 1995 
Bahrain 2.00 2.00 1.90 1.80 1.80 1.90 1.70 1.80 1.70 Mostly 
free** 
Cyprus 2.15 2.15 2.15 2.55 2.65 2.70 2.60 2.60 n/a Mostly 
free 
UAE 2.20 2.15 2.05 2.15 2.15 2.25 2.20 2.20 n/a Mostly 
free 
Kuwait 2.55 2.75 2.55 2.50 2.50 2.60 2.50 2.50 n/a Mostly 
free 
Jordan 2.85 2.70 2.90 2.90 2.90 2.90 2.80 2.95 3.05 Mostly 
free 
Lebanon 3.25 3.15 2.85 3.20 3.25 3.25 2.95 3.05 n/a Mostly 
unfree 00 
Egypt 3.35 3.55 3.60 3.50 3.40 3.35 3.55 3.45 3.70 Mostly 
unfree 
Source: O'Driscoll, Gerald P., Jr., Edwin J. Feulner, and Mary Anastasia O'Grady with Ana I. Eiras and Brett D. 
Schaefer, 2003, "2003 Index of Economic Freedom", The Heritage Foundation and Dow Jones and Company, Inc. 
In Table 5.2.2, the overall score represents 50 independent variables divided and grouped 
into 10 broad factors of economic freedom. These 10 factors are: trade policy, fiscal 
burden of government, government intervention in the economy, monetary policy, capital 
flows and foreign investment, banking and finance, wages and prices, property rights, 
regulation, and black market. The higher the score on a factor the greater is the level of 
0 The authors of "2003 Index of Economic Freedom" used the scale 1-5 in which is I represents the highest 
degree of economic freedom, while 5 represents the lowest degree. 
:4 Mostly free- countries with an average overall score of 2.00 to 2.95 
ýýý Mostly unfree- countries with an average overall score of 3.00 to 3.95 
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government interference in the economy (O'Driscoll et al. 2003). Appendix 5.1 presents 
the scores of the 10 factors of economic freedom of the sample countries for the years 
2000,2001 and 2002. 
5.3 Study Sample 
5.3.1 Sample Selection 
This study is a cross-company study in seven economies in the Middle East region, 
namely Bahrain, Cyprus, Egypt, Jordan, Kuwait, Lebanon, and United Arab Emirates 
(UAE). These seven countries were chosen because their national accounting regulations 
require listed companies to prepare their financial annual reports according to 
International Financial Reporting Standards (IFRSs). Also, there are similarities among 
these seven economies that allow an assumption of excluding certain factors, such as 
culture difference, that would otherwise be present to influence the extent of compliance 
with IFRS disclosure requirements. 
The initial sample population for this study was drawn from listed companies in one of 
the seven study countries on 31 December 20021. This cut-off date was adopted to ensure 
that companies selected for sampling were able to supply annual reports for the full 12 
months of the 2002 financial year. Fifty listed companies from each country were then 
randomly selected from the remaining sample population. Each company was sent a 
letter and an email requesting its 2002 either Arabic or English version annual report 3 (see 
Appendix 5.2). However, some difficulty was experienced in contacting the selected listed 
companies in Egypt directly because there was no information about companies' postal 
and e-mail addresses in Cairo and Alexandria Stock Exchange website. Therefore, the 
only way to obtain the annual reports of listed companies in Egypt was through the Cairo 
and Alexandria Stock Exchange. 
' As of 31# December 2002, there were 1646 listed companies in the seven study countries: Bahrain (40), 
Cyprus (154), UAE (36), Kuwait (95), Jordan (158), Lebanon (13) and Egypt (1150). Note that about 70% 
of these companies are in Egypt. 
2 Only 40,36, and 13 companies were selected from Bahrain, UAE, and Lebanon representing all 
companies that had listed in these counties respectively. 
3 Only Cyprus listed companies were requested for their 2002 English version annual report. 
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The overall response rate was 46%4 (see Table 5.3.1.1 for a breakdown of the response 
rate for each country). This compares quite well with other reported rates for studies in 
which foreign annual reports were requested. Williams (1999), for example, achieved a 
response rate of 53.53% in a study covering seven countries in the Asia-Pacific region. 
Table 5.3.1.1: selected sample size and rate of response 
Country Number of companies 
contacted 
Number of companies 
responding 
Response rate (%) 
Bahrain 40 18 45% 
Cyprus 50 10 20% 
UAE 36 18 50% 
Kuwait 50 19 38% 
Jordan 50 15 30% 
Lebanon 13 5 38% 
Egypt 50 48 96% 
Overall 289 133 46% 
Source: Author 
5.3.2 Sample Size 
The final sample size selected for this study was 133 listed companies. Listed companies 
are usually classified by their national Stock Exchanges into different business sectors. 
For the purpose of this study they are reclassified into only three sectors: financial sector, 
non-financial service sector, and industrial sector. In this study, listed companies in the 
financial sector are not excluded since these companies have to comply with IFRS 
disclosure requirements in the seven ETCs. listed companies in the agricultural sector 
were eliminated before the random selection because of its specialised nature of 
operation. Also, the sample study covers only the annual reports of the year ending 2002, 
while IFRS 41, `Agriculture' is effective for annual financial statements beginning on or 
4 There was no significant bias for whole selected sample between responding companies (133) and non- 
responding companies (156) according to a non response bias test by using companies size ( measured by 
total assets) to compare the two groups (Watson et al., 2002). Responding companies had mean total assets 
$ 6,138,796,733. 
The response rate was very high for listed companies in Egypt because we obtained them via the Cairo and 
Alexandria stock exchange by paying $5 for each annual report. Therefore, we obtained 50 annual reports, 
but two annual reports were excluded from the sample because the company financial year ended 30 June 
2002. 
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after January 1,2003. The following table 5.3.2.1 shows the replied company sample 
according to countries and business sectors. 
Table 5.3.2.1: Sample size according to type of industry 
Country Financial 
sector 
Non-financial 
Service sector 
Industrial 
sector 
Total 
Bahrain 10 8 18 
Cyprus 5 2 3 10 
UAE 11 5 2 18 
Kuwait 6 8 5 19 
Jordan 12 3 15 
Lebanon 1 1 3 5 
Egypt 12 14 22 48 
Total 57 38 38 133 
Source: Author 
5.4 Variables and measures to be used 
The following sections will discuss the independent and dependent variables considered 
in this study. They start by describing the independent variables and how they are 
operationalised in this study, followed by a description of the construction, and evaluation 
of extent of compliance based on the measurement metric using the IFRS disclosure 
requirements scoring sheet. 
5.4.1 Independent Variables 
The independent variables that were examined in this study consist of two main groups: 
country-specific characteristics and firm-specific characteristics. The selection of country. 
specific characteristics is not easy, as some of them have not been considered in prior 
studies, namely, foreign direct investment and country governance regime. The selection 
of company-specific characteristics was easy as there have been many prior studies that 
have considered these characteristics. 
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5.4.1.1 Country-specific Characteristics 
Five country-specific characteristics are considered in this study. Three of these variables 
have also been incorporated in prior empirical studies, namely, degree of economic 
development, capital market and political system influence. 
5.4.1.1.1 Level of Foreign Direct Investment 
There are many ways to measure foreign influence. Level of foreign direct investment as 
a percentage of GDP or as a percentage of gross fixed capital formation (GFCF) has been 
used as proxies to measure foreign influence. Boockmann and Dreher (2003) also use sum 
of WB or IMF credit and number of WB or IMF projects as proxies for the effect of WB 
and IMF influence on the economic freedom in different countries. 
In this study, the level of foreign direct investment inflows as a percentage of GDP 
(FDI/GDP) and level of foreign direct investment inflows as a percentage of gross fixed 
capital formation (FDI/GFCF) will be used as proxies for the foreign influence on the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies. The ratio of FDI inflows to GDP and FDI to GFCF are used in this study as 
measures of FDI influence. 
5.4.1.1.2 Degree of Economic Development 
Gross domestic product (GDP) and gross national product (GNP) can serve as indicators 
of the scale of a country's economy. But to judge a country's level of economic 
development, these indicators have to be divided by the country's population (Soubbotina 
and Sheram, 2000). GDP6 per capita and GNP per capita show the approximate amount of 
6 GDP is calculated as the value of the total final output of all goods and services produced in a single year 
within a country's boundaries. GNP is GDP plus incomes received by residents from abroad minus incomes 
claimed by nonresidents (Soubbotina and Sheram, 2000, p. 11). 
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goods and services that each person in a country would be able to buy in a year if incomes 
were divided equally (Soubbotina and Sheram, 2000). 
The GNP per capita and GDP per capita have been used as proxies to measure the level of 
economic development in a country (La Porta et al., 1999; Adhikari and Tondkar, 1992; 
Amenkhienan, 1986). The measure used in this study for degree of economic 
development is GDP per capita. 
5.4.1.13 Capital Market Development 
Two indicators have been used in the accounting and finance literature to measure the 
development of capital markets. One measure of the development of the capital market is 
the size of the capital market measured by total market capitalisation (Street and Gray, 
2002). For comparative purposes, market capitalisation is adjusted for the size of the 
economy to provide an unbiased measure (Adhikari and Tondkar, 1992). The ratio of the 
total market capitalisation as a percentage of GDP can thus be used to measure the size of 
the capital market (Doupnik and Salter, 1995; La Porta et al., 1997; and Williams, 1999). 
Another measure of the capital market development is the turnover in the capital market, 
which represents the annual average trading volume of stock exchange as a percentage of 
the market capitalisation (Adhikari and Tondkar, 1992; and Williams, 1999). 
The evidence of the impact of the ratio of total market capitalisation to GDP and the 
turnover in the capital market ratio is mixed. Adhikari and Tondkar (1992) find a 
significant relation between the ratio of total market capitalisation and disclosure 
requirements. However, Williams (1999) finds no significant association between 
voluntary environmental and social accounting disclosure and both the above ratios. 
In this study, both of the above ratios will be considered to measure the impact of capital 
market development on the extent of compliance with IFRS disclosure requirements in 
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annual reports. However, if a high correlation between the two above ratios is found, then 
to avoid the problem of multicollinearity, only one of the two ratios will be used as a 
proxy for capital market development. 
5.4.1.1.4 Political System 
Various indicators could be used to measure political system influence. One measure of 
political influence is the degree of economic freedom in each country. Degree of 
economic freedom has been used as an independent variable in economic studies to 
explain country-specific growth rates (Heckelman and Stroup, 2000; de Haan and Sturm, 
2003). The rate of growth and the degree of economic development are tied to a certain 
extent to the adequacy of the accounting system and the accounting development process 
in each country (Belkaoui, 1994). This study will use the overall index scores for the year 
2002, which are based on the work of O'Driscoll et al. (2003) published by Heritage 
Foundation and The Wall Street Journal (2003). The index scores of economic freedom 
include both government intervention and property rights and reflect political freedom 
from an economic perspective rather than some other aspects such as human rights 
connected with the total level of freedom. The lower the score the higher is the level of 
political freedom in this sense. 
An alternative measure of political freedom is the overall index score based on the work 
of Raymond Gastil (1978)7 published by Freedom House (2003). Belkaoui (1983) and 
Williams (1999) used the scores, which are based on the Gastil (1978) index to measure 
the political environment. The index scores include two broad categories: political rights 
and civil liberties. Political rights enable people to participate freely in the political 
process. This includes the right to vote and compete for public office and to elect 
representatives who have a decisive vote on public polices. Civil liberties include the 
1 The survey first appeared in book form in 1978 and continued to be produced by Gastil, with essays by 
leading scholars on related issues, until 1989, when a larger team of in-house survey analysts was 
established. Subsequent editions of the survey, including the 2003 edition, have followed the same format. 
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freedom to develop opinions, institutions, and personal autonomy without interference 
from the state. The lower the rank of the country the higher the level of political freedom. 
This study does not use this alternative measure, but the issue of freedom of expression in 
a country is relevant to its information environment and hence to the transparency of 
financial reporting. This issue is addressed in this study under the country governance 
regime as described below. 
5.4.1.1.5 Country Governance Regime 
Although there is a growing literature on measuring corporate governance, discussions on 
the influence of the corporate governance regime (country-level) in the corporate financial 
reporting process have not been extensively explored empirically. Most previous 
empirical studies have considered the relation between various corporate governance 
mechanisms and corporate performance (Klapper and Love, 2002; and Standard and 
Poor's, 2002). For example, Standard and Poor's (S&P) approach has scored company 
governance systems by using a scale from 1 to 10. Scores from 1 (lowest) to 10 (highest) 
are awarded to four major individual components that contribute to the overall corporate 
governance scores at company-level. These components are (S&P, 2002): 
1. Ownership structure and influence; 
2. Financial stakeholder rights and relations; 
3. Financial Transparency and information disclosure; and 
4. Board structure and process. 
S&P (2002) have also developed an informal review and analysis of a country's 
governance regime by identifying four main areas of focus. These four main areas are: 
1. Legal infrastructure; 
2. Regulation; 
3. Information infrastructure; and 
4. Market infrastructure. 
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On the other hand, Kaufmann et al. (2003) measured a country's governance regime by 
focusing on the following six major dimensions of governance: 
1. Voice and Accountability; 8 
2. Political Stability; 
3. Government Effectiveness; 
4. Regulatory quality; 
5. Rule of law; and 
6. Control of corruption. 
The Kaufmann et al. 2003 study covered 199 countries and territories for four time 
periods: 1996,1998,2000, and 2002. The six governance indictors are based on several 
hundred individual measures of governance perceptions drawn from 25 sources from 18 
different organisations 9. 
Comparison of the above two studies revealed that the Kaufmann et al. 2003 study used 
an aggregate governance indicator for each cluster. The benefits of using the aggregate 
indicators are: "(a) the aggregate indicators span a much larger set of countries than any 
individual source and permit comparisons of governance across a broader set of countries 
than would be possible using any single source; (b) aggregate indicators can provide more 
precise measures of governance than individual indicators; (c) it is possible to construct 
quantitative measures of the precision (and thus margins of error) of both the aggregate 
governance estimates for each country, as well as their components" (Kaufmann et al., 
2003, p. 7). 
Since one of the aims of this study is to examine the association between governance 
regime (country-level) and the extent of compliance with IFRS disclosure requirements in 
annual reports, the governance indicators and the data which are presented by the 
8 The basis of scoring of this dimension was at country-level relying on data related to accountability of 
public officials, human rights, freedom of association, civil liberties, political rights, travel freedom, press 
freedom, business have voice to express and business are informed, and so on. 
9 For more details see Kaufmann, Kraay and Mastruzzi (2003), " Governance Matters III: Governance 
Indicators for 1996-2002", The World Bank 
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Kaufmann et al. (2003) study will be used as a measure for country governance regime 
factor in the seven ETCs. Appendix 5.3 presents the governance indicators of the seven 
ETCs for the years 2000 and 2002. The reason of not using S&P scores is because S&P 
scores do not cover the country sample of this study and these scores focused on 
company-level rather on country-level characteristics. 
Factor analysis was applied to investigate whether or not the above six major dimensions 
of governance are interrelated. It was found that the six indicators are strongly correlated. 
Therefore, the six country governance dimensions capture only one underlying construct 
in this study; country governance regime factor. 
5.4.1.2 Firm-specific Characteristics 
Five firm-specific characteristics are considered in this study. These variables have also 
been incorporated in prior empirical studies. The inclusion of the variables that have been 
considered in previous studies would provide evidence of whether the variable is time- 
dependent or otherwise. The following discussions will be based on only those firm- 
specific characteristics considered in this study. 
5.4.1.2.1 Ownership Structure 
Ownership structure is represented in this study by one variable, namely ownership 
concentration1°. In order to determine the ownership structure in the company, especially 
the control by major owners, foreign owners, and institutional investors, the total shares 
owned by each of these groups is divided by the total number of shares issued (Bhushan, 
1989). This ratio will indicate the degree of control in the company. It will also indicate 
the relative power held by each group in influencing the extent of the company's 
compliance with IFRS disclosure requirements. It is possible to construct measures of 
ownership concentration for the study sample, by taking the average and the median 
10 It was hardly possible to access the data for foreign ownership structure in the seven ETCs. Therefore, the ratio of 
ownership by top three shareholders used as a proxy for ownership structure influence. 
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ownership stake of the three largest shareholders (La Porta et al., 1998, p. 1146) who own 
individually 5% or more of the total company share capital. This measure resembles 
measures of ownership concentration used for American companies by Demsetz and Lehn 
(1985) and Morck, Shleifer, and Vishny (1988) (La Porta et al., 1998, p. 1146). In this 
study, one ratio was considered, namely, ratio of Top 3 shareholdings of groups owning 
individually 5% or more of total company shares to total shares (proxy for ownership 
concentration). 
5.4.1.2.2 Company Size 
Company size may be measured by a number of variables which include turnover 
(Stanga, 1976; Firth, 1979; Cooke, 1989a, 1989b, 1991; Ahmed and Nicholls, 1994; 
Wallace et al., 1994; Wallace and Naser, 1995; Raffournier, 1995; Ahmed, 1996, 
Inchausti, 1997), total assets (Singhvi, 1968; Singhvi and Desai, 1971; Buzby, 1975; 
Belkaoui and Kahl, 1978; Courtis, 1979; McNally et al., 1982; Cooke, 1989a, 1989b, 
1991; Tong et al., 1990; Lau, 1992; Malone et at., 1993; Ahmed and Nicholls, 1994; 
Wallace et al., 1994; Hossain et al., 1995; Wallace and Naser, 1995; Raffournier, 1995; 
Ahmed, 1996; Marston and Robson, 1997; Inchausti, 1997; Patton and Zelenka, 1997; 
Tower et al., 1999; Haniffa and Cooke, 2002,2005; Owusu-Ansah and Yeoh, 2005) , 
total equity (Tai et al., 1990), total number of employees (Naser and Al-Khatib., 2000), 
and market capitalisation (Chow and Wong-Boren, 1987; Hossain et al., 1995; Street 
and Gray, 2002). The reason for using more than one size variable is that not all of the 
size variables are applicable to all countries (Cooke, 1991) and there is no theoretical 
reason why one variable of size should be preferred over another (Ahmed and Nicholls, 
1994). However, to avoid the problem of lack of the data in the seven ETCs, total assets 
converted to US dollars and/or log of total assets at the end of the year (Patton and 
Zelenka, 1997; Sengupta, 1998; Gul and Leung, 2004; Owusu-Ansah and Yeoh, 2005) is 
used as a proxy for company size. 
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5.4.1.2.3 Profitability 
Previous studies used different procedures to determine the profitability ratios of a 
company. The most common measures of return are return on assets (Belkaoui and Kahl, 
1978; McNally et al., 1982; Inchausti, 1997, Tower et al., 1999), return on sales 
(Singhvi, 1968; Singhvi and Desai, 1971; Wallace et al., 1994; Wallace and Naser, 1995), 
and return on equity (Singhvi, 1968; Singhvi and Desai, 1971; Wallace et al., 1994; 
Wallace and Naser, 1995; Gul and Leung, 2004). In this study, the return on average 
equity ratio (ROAvE) was used as a proxy for profitability. 
5.4.1.2.4 Type of Industry 
The classification of listed companies on Stock Exchanges in the seven ETCs varies in the 
Middle East region. In the purpose of this study, industry classifications are combined 
into three broad sectors or types. The three industry types that will be tested under the 
industry hypothesis are financial sector, (non-financial) service sector, and industrial 
sector. 
5.4.1.2.5 Type of External Auditor 
The type of external auditor refers to whether the company uses the services of one of the 
Big 4 international accounting firms (namely, Deloitte Touche Tohmatsu, Ernst & Young, 
KPMG, and Pricewaterhouse Coopers), or a local auditing firm. 
Table 5.4.1 provides a summary of independent variables, measures to be used and the 
source of information. 
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Table 5.4.1: Summary of independent variables, measures used, and source of information 
INDEPENDENT MEASURE SOURCE OF 
VARIABLE INFORMATION 
1. Country-specific Characteristics 
Level of Foreign Direct The ratio of FDI inflows / GDP WB, IMF, Country Data 
Investment The ratio of FDI inflows /GFCF Profile 
Degree of Economic GDP per capita (GDP/Population) WB, IMF, Country Data 
Development Profile 
Size of Capital Market Total market capitalization/GDP Local Capital Market 
Database 
Activity on Capital Turnover ratio: the annual average Local Capital Market 
Market trading volume of stock exchange as % Database 
of the market capitalisation 
Political System Degree of economic freedom 2003 Index of Economic 
Influence Freedom 
Country Governance Governance indictors Governance Indicators for 
Regime 1996-2002 
II. Firm -specific Characteristics 
Ownership Structure: Ratio of total shares owned by top three Local Capital Market 
ownership concentration shareholders own 5% or more to total Database 
number of shares Company annual report 
Company Size Log total assets as at 31 December 2002 Company annual report 
converted into US dollars 
Company Profitability Return on average equity defined as net Company annual report 
income before tax to total owners' 
equity 
Type of Industry I. Financial sector Local Capital Market 
2. Non-financial service sector Database 
3. Industrial sector Company annual report 
Type of External Big 4 firm vs. non-big 4 firm Company annual report 
Auditor 
Source: Author 
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5.4.2 Dependent Variable 
For the purpose of this study the dependent variable, the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies, is measured by applying 
the index of the extent of compliance with IFRS disclosure. The following sections 
describe the construction of the IFRS disclosure compliance scoring sheet and how the 
index of the extent of compliance with IFRS disclosure requirements and the final scores 
for the listed companies will be derived. In short the following sections describe the 
process of scoring the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies in the seven ETCs. 
5.4.2.1 Compliance with IFRS Disclosure Items 
The first task in this study was to select the IFRS disclosure requirement items which 
should be expected to be disclosed in each of the annual reports of the seven ETC listed 
companies. In selecting the items to be included on the list, account was taken of the 
completed checklist of International Accounting Presentation and Disclosure 
Requirements of the International Financial Reporting Standards (2002). " The purpose of 
using the IFRS checklist without modification is to make the results comparable to other 
or future studies. 
A "compliance with IFRS disclosure requirements" scoring sheet was developed to 
facilitate the quantification of the extent of compliance with IFRS disclosure requirements 
in annual reports of selected listed companies in the seven ETCs. For each listed 
company, an IFRS disclosure compliance scoring sheet was completed. The compliance 
disclosure scoring sheet contains 345 IFRS disclosure items categorised into nine sub- 
categories: information accompanying financial statements, general principles of 
presentation, income statement, balance sheet, statement of changes in equity, cash flow 
II The researcher has also compared the checklist of International Accounting Presentation and Disclosure requirements of the 
International Financial Reporting Standards (2002) with the "International Financial Reporting Standard Disclosure Checklist 2002" 
prepared by Pricewaterhouse Coopers and " IAS Accounting Checklist 2002" which was prepared by KPMG. He found that they are 
similar in content but the first checklist was easier to follow and more transparent than the others. 
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statement, accounting polices, explanatory notes, and additional disclosure requirements- 
banks and similar financial institutions (see Appendix 5.4). 
5.4.2.2 Scoring IFRS Disclosure Items 
The next step after the list of IFRS disclosure items was finalised, was developing a 
scoring method. Although many methods have been recommended in the accounting 
literature to measure disclosure items, the method adopted in this study was similar to that 
used by Cooke (1989a, b), Hossain et al (1994), Ahmed and Nicholls (1994), Gray et al. 
(1995), Tower et al. (1999), Haniffa and Cooke (2002,2005), Naser et al. (2002), and 
Street and Gray (2002). Each item was scored 1 (if it was disclosed), 0 (if it was not) and 
NA (if it was not applicable). This dichotomous procedure (unweighted method) is used 
to compare the items on the checklist with the contents of the annual reports, subject to 
the applicability of the item concerned, that is, whether the report contained or did not 
contain the item of information which is relevant to the particular company or industry to 
which it belongs. 
However, one difficulty that may occur in such a scoring procedure is in determining 
whether an item is applicable but not disclosed or simply not applicable, when that 
particular item does not appear in the annual report. Thus to overcome this difficulty and 
to control for subjectivity, the approach suggested by Cooke (1989 a, b), Haniffa and 
Cooke (2002,2005), Naser et al. (2002); and Street and Gray (2002) was used, that is, to 
review the entire annual report before deciding whether the item is relevant or not. This 
approach minimises the risk that any missing item is not properly accounted for and also 
helps to minimise the possibility that a company is "penalised" for not disclosing an item, 
which is not applicable or immaterial. The scores for each item will be then added to 
derive a final score for the company. 
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The approach of scoring the companies is taken to be additive and equally weighted, 2. 
The reason for not using weights in scoring the items is because the focus of this study is 
on all groups of users of corporate annual reports (Corporate Report, 1975), and not on 
any one group of users and as such, each item of disclosure is assumed to be equally 
important (Wallace, 1988; Ahmed and Nicholls, 1994; Wallace et al., 1994; Hossain et 
al., 1995; Chen and Jaggi, 2000; Archambault and Archambault, 2003; and Akhtaruddin, 
2005). Spero (1979), Robins and Austin (1986), Chow and Wong-Boren (1987), Adhikari 
and Tondkar (1992) provide an indication that there might not be a significant difference 
between the weighted and unweighted disclosure index. Thus there is no point in using 
weights, which may introduce a potential source of personal bias in the results (Cooke, 
1989a; Haniffa and Cooke, 2002) and could be misleading (Cooke and Wallace, 1989). 
Furthermore, using erroneous weights may result in higher bias than if equal weights are 
used (Raffournier, 1995). Support for not attaching weights can also be found in other 
studies (Spero, 1979; Cooke, 1989a, b; Ahmed and Nicholls, 1994; Haniffa and Cooke, 
2002; and Street and Gray, 2002). 
In order to construct the necessary indexes for answering the main research hypotheses in 
this study, the extent of compliance with IFRS disclosure requirements in annual reports 
scores were computed. The extent of compliance with IFRS disclosure score (IFRSDCS) 
for each listed company is computed as follows: 
IFRSDCS = C; 
Where Ci =1 (if an item of a standard or an interpretation is complied with in the annual 
report) 
0 (if an item of a standard or an interpretation is not complied with) 
m :S 345 items (excluding "not applicable" items; i. e. m= 345, if NA = 0) 
12 Another approach of scoring is to employ a weighted disclosure index. Such this approach has been 
employed in several previous studies, such as Cerf, 1961; Stanga, 1974 Buzby, 1975; Firth, 1979 (weights 
may be predetermined subjectively or based on average weights derived from a questionnaire survey of 
users' perceptions of disclosure items ). 
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5.4.2.3 Extent of Compliance with IFRS Disclosure Index 
After the compliance with IFRS disclosure sheets was scored by using Microsoft Excel 
2003, the indexes were created to measure the relative level of extent of compliance with 
IFRS disclosure requirements by each listed company so as to enable statistical analysis 
and hypothesis testing to be conducted. In addition, the disclosure index has been 
considered as a helpful research tool so much so that it has been used repeatedly by 
previous researchers' 3 over different time periods, to provide answers to the generated 
hypotheses (Wallace, 1988; Marston and Shrives, 1991; Ahmed and Nicholls, 1994; and 
Haniffa and Cooke, 2002,2005). Wallace (1988) defined the disclosure index as "a 
measure by which the level of financial reporting of one company can be compared with 
another. It can also be used to measure the degree of disclosure of an item by enterprises 
within a country and is the ratio of actual scores awarded to the company and the scores 
which that company is expected to earn [in order to achieve full compliance]". 
In this study the index is a ratio of the actual score obtained by a company to the 
maximum possible score applicable for that company. This means that the total number of 
items disclosed is divided by the total of both disclosed and non-disclosed items, the NA 
items being excluded from the calculation. This approach ensures that companies are not 
"penalised" for not disclosing an item if it is deemed to be irrelevant to its activities. 
Consequently, the compliance with the IFRS disclosure index for each company is as 
follows: 
IFRSDCI = 
IFRSDCS 
MIFRSDCS 
" Cerf, 1961; Singhvi and Desai, 1971; Chandra, 1974; Buzby, 1974,1975; Barrett, 1976,1977; Firth, 
1978,1979; Anderson, 1981; Choi and Bavishi, 1982; McNally et al. 1982; Firer and Meth, 1986; Chow and 
Wong-Boren, 1987; Cooke, 1989; Adhikari and Tondkar, 1992; Raffournier, 1995; Patton and Zelenka, 
1997; Hail, 2002; Haniffa and Cooke, 2002; and Coy and Dixon, 2004. 
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Where: 
FRSDCS = compliance with IFRS disclosure score for each company 
MJFDcS= Maximum compliance with IFRS disclosure score possible for the company 
(<_ 345 items). 
5.4.3 Model Development 
In order to investigate the impact and the association between the potential explanatory 
factors (country-specific and firm-specific characteristics) and the score on the index of 
compliance with IFRS disclosure requirements in annual reports, correlation and multiple 
regression techniques were used to analyse the data obtained. In the case of the multiple 
regression model the following regression equation is estimated: 
Y- fl0+fl1X1, +ß2X1i+ß X3i+ß4X4i+ßSXSI+/36X61+/37X7, +/38X8, +ß9X91+, IOX, OI+1311X11l+ 
C 
Where, Y= the extent of compliance with IFRS disclosure index scores 
Continuous variables: 
X1= ratio of FDI/GFCF (proxy for foreign influence) 
X2 - total of market capitalisation as a percentage of GDP (proxy for capital market size) 
X3 e capital market turnover ratio (proxy for capital market development) 
X4= overall scores of governance indicators (proxy for governance regime) 
X5 = ratio of total shareholdings of groups owning individually 5% or more of total 
company shares, to total shares (proxy for ownership concentration) 
X6 log total assets (proxy for company size) 
X7 return on average equity (proxy for profitability) 
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Dummy variables : 
X8 =I if the company is in the financial sector; 0 otherwise 
X9 =1 if the company is in the non-financial service sector; 0 otherwise 
X10= I if the company has a big four auditor; 0 otherwise 
X, 114= I if the company is listed in Egypt stock market; 0 otherwise 
c= disturbance term (error term) 
= constant or parameters to be estimated 
Note: the industrial sector is the excluded dummy variable 
5.5 Data Collection 
5.5.1 Information on Firm-specific Characteristics 
Information on firm-specific characteristics needed for this study was sought from two 
sources, namely, the published annual reports of listed companies for the year 2002 and 
the annual companies' handbook (Disclosure Book, Investors' Guide, etc. ) for the year 
2003 published by the Stock Exchanges in the seven ETCs. Specifically, information 
about the company in terms of total assets, total equity, profitability ratios and type of 
external auditor was sought in the former while the industry classifications and ownership 
structure were sought in the latter. 
14 Egypt dummy is used in order to account of the effect of number companies in Egypt which is 48 out of 
133. 
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5.5.2 Information on Country-specific Characteristics 
Information on country-specific characteristics needed for this study were sought from 
different sources, namely, the 2003 Index of Economic Freedom published by The 
Heritage Foundation and Dow Jones and Company, Inc., `Governance Matters III: 
Governance Indicators for 1996-2002' (Kaufmann et al., 2003), local capital market 
databases and country data profile (FDI, GDP, GNP), and World Bank and IMF resources 
(publications and websites). Specifically, information about the country in terms of 
financial, legal and political influences was sought in the former, while that about foreign 
influences was sought in the latter. 
5.5.3 Companies Annual Reports 
The 2002 published annual reports of selected listed companies were obtained by writing 
and e-mailing directly to the selected listed companies. The letters and e-mails were 
addressed to the company secretary and the addresses were obtained from the Stock 
Exchange websites of the seven countries. However, as mentioned earlier, a difficulty was 
experienced in contacting the selected listed companies in Egypt directly because there 
was no information about companies' postal and e-mail addresses in Cairo and Alexandria 
Stock Exchange website. Therefore, the only way to obtain the annual reports of listed 
companies in Egypt was through the Cairo and Alexandria Stock Exchange. 
All annual reports were requested to be mailed to the School of Management address in 
the UK. However, there were some difficulties in obtaining all the 289 requested reports 
for various reasons: some of the companies do not produce an English language version of 
the annual report (in the case of Cyprus); it was also difficult to obtain all the annual 
reports free of charge and a charge was made for some of the annual reports (in the case 
of Egypt); and it was necessary to enlist the help of personal contacts of the author of this 
research who live or work in the seven ETCs to obtain some of the annual reports. 
However, despite the above difficulties, 133 annual reports were eventually obtained, with 
a response rate of 46% (see Table 5.3.1; section 5.3). 
105 
5.6 Data Analysis 
After the disclosure indexes were computed, the next phase was to analyse the data. The 
first step in data analysis is to get a feel of the data so that appropriate statistical methods 
can be undertaken. This includes examining the nature of the empirical data to be 
analysed, the underlying distribution of the data sets (normal or non-normal), and the 
nature of the research questions (descriptive and/or inferential). The data set in this study 
comprised both quantitative and qualitative variables and as such, there is a likelihood that 
the distribution of the data sets may not be normal. However, this needs to be tested. 
5.6.1 Descriptive Analysis 
One part of the data analysis is concerned with the descriptive analysis of each item under 
the main headings of the extent of compliance with IFRS disclosure requirements in 
annual reports. This involves looking at the mean, median, standard deviation, SE mean, 
minimum and maximum number of items disclosed and the percentage of companies 
complying with each of the items. In addition, the number of companies complying with 
IFRS disclosure requirement items in annual reports under the main heading will be 
crosstabulated with the two groups of characteristics (namely, country-specific and 
company-specific) to examine of any significant relationships between them. The chi 
squire test is used to find out whether the values for two variables are independent or 
associated (Saunders et al., 2000; Curwin and Slater, 1991). The results of these analyses 
are presented in Chapter 6. 
The second part of the analysis is a preparation for hypothesis testing, in which both 
univariate and multivariate analyses may be undertaken. Before any such tests are 
conducted, it is first important to check the underlying distribution of the data set as this 
may help in the choice of statistical techniques to employ. Statistical techniques tests are 
of two different types: parametric and non-parametric (Pallant, 2001, p. 255). Parametric 
tests should normally be considered first as they are more powerful than non-parametric 
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tests (Hair et at., 1998, Gujarati, 2003). In order to use parametric statistical methods, the 
following assumptions must be met (Siegel and Castellan, 1988; Field, 2000): (i) the 
observations must be independent, (ii) the observations must be drawn from normally 
distributed populations, and (iii) the variables must be measured in at least an interval 
scale to enable interpretation of results. 
On the other hand, non-parametric or distribution-free statistical methods have less 
stringent assumptions and are simpler in application, but are generally considered to be 
less powerful than parametric statistical methods (Pallant, 2001; Noether, 1991; and 
Jensen, 1983). 
Since statistical methods to be adopted depend on the nature of the data and their 
distribution, it is important to first undertake normality tests of the data. Hence, in this 
study, normality tests were based on statistical tests. A simple test, namely a rule of thumb 
based on skewness and kurtosis for both the dependent and independent variables was 
conducted. In addition to these tests the non-parametric version of the test of normality, 
that is the Kolmogorov-Smirnov test (or K-S Lilliefors) test, was also undertaken (see 
chapter 7 for details). 
5.6.2 Hypotheses Testing 
The third part of the analysis involves hypotheses testing. Both univariate and multiple 
regression analyses were undertaken. The reason for undertaking both types of analyses is 
because univariate analysis indicates only the relationship between the dependent and 
each of the independent variables. In contrast, multiple regression analysis indicates the 
relationship of a particular independent variable to both the dependent and other 
independent variables in the model (Hair et al., 1998, p. 159-162). The following sections 
discuss both types of statistical methods and the different tests conducted for analysis. 
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5.6.2.1 Univariate Analysis 
In order to test the ten hypotheses in this study, two statistical tests (non-parametric and 
parametric tests) were employed on the dependent and independent variables. Cooke 
(1989b) suggests that using a multiple method approach ensures that the same conclusions 
can be reached, thus reducing the probability of incorrectly rejecting the hypotheses. 
Thus, the adoption of more than one statistical procedure (non-parametric and parametric) 
in the analysis possesses different strengths (Cooke, 1989b). Therefore, different tests of 
non-parametric and parametric kinds were employed according to data type. 
5.6.2.1.1 Parametric Analysis 
Parametric tests to measure the association between the dependent variable (IFRSDCI) 
and the independent variables were employed. The Pearson product-moment correlation 
coefficients (r) were computed between the IFRSDCI and ten continuous country and 
company-specific variables. The closer the coefficient is to ± 1.00, the stronger is the 
association between the dependent and independent variables (Field, 2000). A simple 
regression was also used to examine the association between the dependent variable 
(IFRSDCI) and ten continuous independent variables. 
As for the association between the dependent variable (IFRSDCI) and the nominal 
independent variables, the two independent sample t-test was computed, and for the 
nominal independent variable that comprised more than two groups, the analysis of 
variance (ANOVA) was conducted. In this study, one nominal independent variable was 
subjected to t-test (viz. type of auditor) while ANOVA was undertaken for one nominal 
independent variable (viz. type of industry). 
The t-test produces two measures of t-value; one is equal variance which assumes that the 
variance in the two populations is equal and the other is unequal variance which does not. 
However, this measure would be very subjective; therefore, Levene's test (a test of 
homogeneity) is an alternative to the t-test and is used as a benchmark in deciding 
whether to consider the t-value in accepting or rejecting the null hypothesis. If the F-value 
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in the Levene's test is not significant (p>0.05), it means that the equal variance 
assumption is approximately met and hence, the equal variance t-value is used to test the 
significance of association between the dependent variable and the nominal independent 
variable (Hair et al., 1998; Field, 2000, pp. 237-39; and Gujarati, 2003, pp. 129-31). 
ANOVA test was used instead of the multiple t-test for type of industry variable because 
the probability of at least one test showing significance even if the null hypothesis is true 
is higher than the conventional significance level when the latter method is used (Field, 
2000; and Dielman, 2001). 
5.6.2.1.2 Non-Parametric Analysis 
Besides the parametric t-test and the ANOVA, their non-parametric alternative tests, that 
is, the Mann-Whitney U-test and the Kruskal-Wallis test respectively, were employed to 
test the for significant associations between the dependent and nominal independent 
variables. The Mann-Whitney U-test provides the average rank for each group of data and 
a rank of one is assigned to the smallest value. The 2-tailed p value indicates whether the 
smaller value is significant or not (Field, 2000, p52). The Kruskal-Wallis test is similar to 
the Mann-Whitney U-test except that it is based on the mean rank of different groups. The 
significance shown under the corrected ties output indicates whether the null hypothesis 
may be rejected. A low significance level indicates that the probability of wrongly 
rejecting the null (Type 1 error) is low, so the null hypothesis may be rejected. 
5.6.2.2 Multivariate Analysis 
Multivariate analysis refers to all statistical methods that simultaneously analyse multiple 
measurements on each individual or object under investigation (Hair et al., 1998). In this 
study, multiple regression analysis15 was employed to analyse if the IFRSDCI is 
'5"Multiple regression is the appropriate method of analysis when the research problem involves a single 
metric dependent variable presumed to be related to two or more metric independent variables. The 
objective of regression analysis is to predict the changes in the dependent variable in response to changes in 
the independent variables"(Hair et at. 1998, p. 14). 
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associated with the two groups of explanatory variables (namely, country-specific and 
firm-specific characteristics). 
The initial tests were performed to assess fulfilment of the assumptions required for 
undertaking Ordinary Least Square (OLS) regression. A brief review of the problems 
discussed in the literature regarding data analysis procedures in disclosure studies and 
ways to overcome the problems including those to the violations of the assumptions in 
regression procedures, will be discussed in the following sections. 
5.6.2.2.1 Checking Assumptions of OLS Regression 
Before running the regression analysis, several statistical assumptions need to have been 
met. These assumptions include that (i) the distribution of the values of the dependent 
variable for each value of the independent variable must be normal (normality) and these 
should be no errors related to measurement and specification; (ii) the relationship between 
the dependent and independent variable must be linear (linearity) (iii) the variance of the 
distribution of the dependent variable must be the same for all values of the independent 
variable (homoscedasticity); and (iv) the independent variables should not be correlated 
highly (no multicollinearity ). 
5.6.2.2.1.1 Normality 
The most encountered assumption is normality of the dependent or independent variables 
or both. The simplest diagnostic is to look at a histogram of residuals, with a visual check 
for a distribution approximating the normal distribution. However, this method is 
subjective and practically difficult in smaller samples, where the distribution is ill-formed 
(Hair et al., 1998). A better method is to use a normality test that is based on skewness, 
kurtosis, and Kolmogorov-Smirnov (K-S Lilliefors) may also indicate whether the sample 
comes from a normal distribution. In addition to these tests, the visual check of the normal 
Q-Q plot of standardized residuals as well as the detrended Q-Q plot of residuals may 
indicate whether the normality assumption is fulfilled (Field, 2000). 
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To assess whether the data in this study are normally distributed, all the above tests of 
normality on both the dependent and independent variables were performed using SPSS 
for Windows. 
5.6.2.2.1.2 Linearity 
The linearity of the relationship between dependent and independent variables represents 
the degree to which the change in the dependent variable is linearly associated with the 
independent variable (Hair et al., 1998). Linearity was also examined through residual 
plots. 
5.6.2.2.1.3 Homoscedasticity (Equal Variance) 
This assumption can be checked from the residuals scatterplots which are generated as a 
part of the multiple regression. Residuals are the differences between the observed and the 
predicted values of the dependent variable. 
Homoscedasticity means that the residuals at each level of dependent variable should have 
the same variance. This test is best examined graphically (Hair et al., 1998). This involved 
visual inspection of the scatterplots of studentised residuals against the predicted values 
(Gujarati, 2003). 
5.6.2.2.1.4 Multicollinearity 
Multicollinearity presents a serious problem in a multiple regression model when there is 
a high correlation between two or more independent variables, as the effect of each 
explanatory variable on the dependent variable becomes difficult to identify. In this study, 
several multicollinearity tests were used. The basic method of identifying this problem is 
a visual inspection of the correlation matrix of all independent variables to see whether 
they are highly correlated; the correlation is above 0.80 (Field, 2000; and Gujarati, 2003). 
However, the correlation matrix is only designed to detect collinearity between two 
variables and this gives no insight into the potential level of multicollinearity within the 
III 
data. It was therefore important to use another method of collinearity diagnostics is to 
compute the variance inflation factor (VIF). 
It has been suggested that a VIF value of 10 is a good indication of a potential problem of 
collinearity (Field, 2000, p. 132). Related to the VIF is the tolerance statistic16 which may 
indicate a problem of multicollinearity when the tolerance value is below 0.1 (Field, 
2000). 
5.6.2.2.2 Deciding on an Appropriate Statistical Method 
The data in this study were found to depart from normality, as well as presenting 
problems of outliers and non-linearity, and that the extent of compliance with IFRS 
disclosure index (the dependent variable) is expressed as a ratio (bounded to lie between 0 
and 1) in the sense that no disclosure by a company will receive a zero and that disclosure 
leads to a positive index that approaches 1 (or 100%) when there is full disclosure (Cook, 
1998). Therefore, non-parametric techniques might seem to be more appropriate for 
analysing the relation between the dependent and independent variables. However, as 
mentioned before, non-parametric tests are less powerful in detecting difference or 
relationships even when they actually exist. An alternative to using non-parametric 
techniques when the data are not normally distributed is to transform the data. 
5.6.2.2.3 Data Transformation 
One possible solution to problems related to the violation of assumptions of OLS 
regression is to transform the data. Transforming a data set with a non-normal distribution 
may result in either a transformed set which is approximately normal and may be treated 
as such, or ranked data that may be treated non-parametrically. There are several options 
available for transforming the data, which include among others, logging, ranking, 
normalising, and removing the outliers (Cooke, 1998). In this study, five types of 
transformations (viz. natural log of dependent variable, log odds of dependent variable, 
16 SPSS produces both of these collinearity diagnostic tests. 
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ranking the dependent variable, normalising only the dependent variables using van der 
Waerden and normalising both the dependent and the continuous independent variables 
using van der Waerden) were considered when the normality, homoscedasticity and 
linearity assumptions were found to be violated. 
The reason for adopting different transformation techniques is that different forms of 
transformations may have a different impact on the regression models. Hence, 
considerable attention should be paid to the nature of the data before undertaking any 
form of transformation (Cooke, 1998). Furthermore, using different data-analytical 
techniques based on transformations may help to assess whether the results of the 
different transformation are robust across methods (Draper, 1988). The different 
transformation techniques undertaken in this study are discussed in the following sections. 
(i) Log of Dependent Variable 
One of data transformations is to transform the dependent variable logistically. In the case 
of the multiple regression model, the IFRSDCI (dependent variable) is expressed as a 
ratio (constrained to lie between 0 and 1), Ahmed and Nicholls (1994) note that "the 
application of the standard ordinary least-squares (OLS) regression was considered 
inappropriate because the OLS approach assumes an unconstrained (unbounded) 
dependent variable. For a constrained variable the OLS technique cannot ensure that 
estimates of the dependent variable will lie between zero and one, that is, there is a 
problem that the model would give predictions of probabilities greater than one. " Thus, 
log odds ratio {In [disclosure index / (1-disclosure index)]) of the dependent variable has 
been suggested as useful in overcoming the problem of the boundedness of the dependent 
variable; i. e. not having an estimated disclosure index outside the zero-one range. When 
this approach is used, the range will be that of a normal distribution (i. e. ranges from -00 to 
+oo), thereby overcoming the biased prediction that may affect truncated variables 
(Ahmad and Nicholls, 1994; and Cooke, 1998). 
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(ii) Rank Regression 
Another approach of data transformations is to employ the rank regression, where the data 
are replaced with their corresponding ranks from I to n; i. e. from smallest to largest (Iman 
and Conover, 1979). Ranks have been applied in a number of prior accounting disclosure 
studies (e. g. Lang and Lundholm, 1993; Wallace et al., 1994; Wallace and Naser, 1995; 
Lang and Lundholm, 1996; Cooke, 1998; and Leventis, 2001). 
Lang and Lundholm (1993) suggest that rank regression is useful when the relationship 
between variables is not known and also when the relationship between the dependent and 
independent variables is not strictly linear (Cooke, 1998, p. 213). In addition, being 
subject to a non-parametric test statistic (distribution-free), it is especially useful when the 
accounting data sets reveal non-linear monotonic relationships (unidirectional) between 
the independent and dependent variables (Cooke, 1998; Iman and Conover, 1979, p. 500). 
Furthermore, using ranks does not require the normality assumption (Cooke, 1998) and 
hence can be applied to develop tests of heteroscedasticity and serial correlation 
(McCabe, 1989). Besides, it is also conceptually simple and insensitive to outliers (Cooke, 
1998) and helps in improving the R2 (Cheng et al., 1992, p. 589). 
Despite all the advantages discussed above, ranked regression also has its weaknesses. 
The disadvantages of ranked regression include difficulty in interpreting Bi (coefficient) 
especially when the value is zero (indicating no association) and also the relationship 
between the dependent variable (y) and the independent variable (x), since the functional 
relationship of variables is in terms of ranks (Cooke, 1998). Besides, a non-parametric test 
of significance is generally weaker than the parametric test. 
(iii) Normal Scores 
To overcome some of the limitations of the rank regression, Cooke (1998) extends the 
concept of rank regression by substituting the ranks of the data by scores on the normal 
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distribution. The form of transformation is from actual observations to the normal 
distribution, by dividing the distribution into number of observations plus one region on 
the basis that each region has equal probability. This method of normalising the data is 
referred to as the van der Waerden approach (Cooke, 1998). 17 
The main advantages of replacing ranks by normal scores is the ability to utilise it in any 
subsequent tests requiring the data, which means, the significance levels can be 
determined. The F- and Wests may now be more meaningful and the powers of the F- and 
t-tests may be used (Cooke, 1998). In addition, the regression coefficients derived using 
normal scores are also more meaningful. The normal scores approach is also able to 
preserve monotonocity in the relationships of independent and dependent variables and in 
the case of nonlinearity with data concentration, this approach may be help to disperse 
that concentration. The disadvantage is that the transformed data set may omit some 
relevant characteristics of the untransformed data. Given the advantages of this approach, 
this method of transformation was one of those used for statistical analysis in this study. 
5.6.2.2.4 Regression Models 
Most previous studies use the standard OLS regression model. In this study, different 
models of regression may be used. This approach is recommended by Cooke (1998) 
where different models of regression using different forms of transformation are 
conducted to test the hypotheses. The reason for adopting such an approach in this study 
is because the robustness of a number of regression models involving transformations 
could be tested. 
The regression analysis uses different models (Log odds ratio of the dependent variable, 
Rank regression, dependent variable transformed to Normal scores, and both dependent 
and continuous independent variables transformed to Normal scores) with the index of the 
extent of compliance with IFRS disclosure requirements in annual reports as the 
dependent variable. The criterion for choosing the best model of fitting is based on results 
17 The van der Waerden approach may be applied using SPSS. 
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of the adjusted R2 which will indicate the power of the explanatory variables and the 
mean square error (MSE). The higher the adjusted R2 and the lower MSE is the best 
fitting model (Achen, 1982; Bails and Pepper, 1993; and Cooke, 1998). 
5.7 Conclusion 
The aim of this chapter was to outline the elements of the research design and 
methodology. The chapter discussed the method used to answer the research questions of 
this study. The population and sample size of the study were identified, along with the 
type of data and data sources that to be used. The construction of the research 
instruments, the identification of appropriate measures for each variable and the databases 
that can provide them were discussed. Finally, considerations regarding the statistical 
techniques to be used in the data analysis were presented. 
The following chapters (Chapter 6 and 7) present the results of the analyses. 
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CHAPTER 6 
Descriptive Analysis of Compliance with International 
Financial Reporting Standards Disclosure Requirements Items 
6.1 Introduction 
The extent of compliance with IFRS disclosure requirements in annual reports varies 
across listed companies. Most studies of disclosure and compliance with IFRS disclosure 
requirements have looked at the overall disclosure levels and related them to certain 
country-specific and firm-specific characteristics. This procedure is appropriate if the 
concern of the analysis is to see which country- and/or company- characteristics affect the 
extent of compliance with IFRS disclosure requirements in annual reports but it does not 
reflect the disclosure polices adopted by individual listed companies. To gain a better 
understanding of the extent of compliance with IFRS disclosure polices adopted by 
individual listed companies, a detailed analysis of items disclosed is needed. This can then 
be related to factors affecting the extent of compliance with IFRS disclosure requirements 
in annual reports of listed companies. 
Therefore, this chapter provides a descriptive analysis of the items disclosed by the 
sampled listed companies. The analysis of items covers the compliance with IFRS 
disclosure requirements in annual reports. The finding of major items disclosed in each 
category is also briefly discussed. 
It is important to mention that for the item-by-item analysis, the reported percentage of 
compliance with the disclosure requirements was calculated after taking into account the 
non-applicability of certain items to some companies in the sample. The analysis of the 
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association between the significant items disclosed and the independent variables was 
based on Cramer's V coefficients and the Chi-square test of significance. 
6.2 Analysis of Compliance with IFRS Disclosure Requirements 
Items 
The following analysis of items disclosed by listed companies was based on a disclosure 
list of items (scoring sheet) derived from "International Accounting Standards 
Presentation and Disclosure Checklist 2002" and developed specifically for this study. 
The disclosure list consisted of 345 items, of which 39 were classified as additional 
disclosure requirements - Banks and similar financial institutions (IAS 30) - and were 
grouped under nine headings. This simplified the analysis of the extent of compliance 
with IFRS disclosure requirements in annual reports based on different types of industry. 
Table 6.2.1 shows descriptive statistics for the items under the main categories. There 
were 133 study cases (the company sample size) and the minimum and maximum number 
of items disclosed under each group of information items, is shown. It can be seen that 
there were listed companies that did not comply or disclose any information under some 
of the categories, as indicated by a minimum score of zero. As for the maximum number 
of items disclosed, there were only six categories, namely information accompanying 
financial statements (IAFS), income statement (IS), balance sheet (BS), statement of 
changes in equity (SOCIE), cash flow statement (CFS), and accounting polices (AP), 
where some listed companies were found to disclose all the maximum possible items 
under those categories. The `mean' indicates the average number of items disclosed by 
listed companies under each category. 
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Fable 6.2.1: Descriptive Statistics for Compliance with IFRS Disclosure Requirements Items 
Information items \ Min. °/. Max. %, 
Max. % Mean Median Std. Possible Deviation 
Information Accompanying 133 CI 0 6 100 6 100 2.74 _ I S 31 Financial Statements (IAFS) . 
General Principles of 7 133 1 52 _ 2 , 82 
33 100 22.10 22 _ i, 1.8 )ti Presentation (GPOP) 
Income Statement (IS 1 133 9 43 21 1011 21 10(1 13.85 14 2.217 
Balance Sheet (13S ) I33 10 38 26 100 26 1110 19.39 20 3.531 
Statements of Changes in 1' 0 0 14 100 14 IOU 5,95 6 2.688 houity (SOCIF ) 
Cash Flow Statement (CFS i 13 3 9 47 19 100 19 100 14.17 14 2.08 
Accountine Polices (AP) 13 3 40 5 100 5 1(1(t 3.8o 11 0,986 
Ex lanatorv Notes 1 FN i 13 3 0 0 136 75 182 1010 78.19 77 21. 
Additional Disclosure 
Requirements- Banks and 
Similar Financial Institutions 57 12 31 38 97 39 100 28.60 29 4.64(1 
(Al)RRASFI ) 
Figure 6.2.1: Distribution of IFIRSDCI Items 
Distribution of IFRSDCI Items 
120 
100 
80 
M- 60 
E 40 
20 
0 
IFRSDCS groups of items 
lt can be seen from Table 6 . 
2.1 and Fi, ure 6. '. 1 that generall\, the common items cal 
compliance with IFRS disclosure requirements in annual reports disclosed h\ listed 
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balance sheet, cash flow statement, income statement information, and additional 
disclosure requirements - banks and similar financial institutions. The following sections 
will look into more detail at each of the items disclosed under each heading. 
When the extent of compliance with each of the nine IFRS disclosure requirements 
groups of items was crosstabulated with country-specific and firm-specific characteristics, 
several were found to be significantly associated with theses groups. Table 6.2.2 provides 
the results from the crosstabulation. 
Table 6.2.2: Results of crosstabulating the extent of compliance with IFRS disclosure requirements 
categories with two groups of independent variables 
I IAFS GPOP IS BS SOCIE CFS AP EN ADRBASFI 
1. COUNTRY-SPECIFIC CIIARACTRISTICS 
FDVGFCF 0.440"' 0.380"" 0.342" 0.339 0.458"' 0.397"' 0.200 0.699 0.543 
FDI/GDP 0.411"1' 0.419"1" 0.396"" 0.354 0.542"" 0.461"' 0.273 0.731 0.608" 
GDPPC 0.440"" 0.380"' 0.342" 0.339 0.458"' 0.397"' 0.200 0.699 0.543 
IUKTCAP 0.4401"1 0.380"' 0.342" 0.339 0.458"' 0.397"' 0.200 0.699 0.543 
b1KTOVR 0.440"' 0.380"' 0.342" 0.339 0.458"" 0.397"' 0.200 0.699 0.543 
ECOFRDM 0.452"" 0.395"' 0.305 0.310 0.424"' 0.36000' 0.163 0.676 0.528 
GOVIND 0.440"' 0.380'1' 0.3421" 0.339 0.458"' 0.397"' 0.200 0.699 0.543 
11. FIRM-SPECIFIC CHARACTERISTICS 
TOP 3 0.649 0.726"' 0.7131"' 0.641 0.629 0.647 1.200 0.704 0.790 
LOGTOTASTS 0.972 0.971 0.977 0.976 0.978 0.974 0.977 0.968 0.994 
ROAVE 0.620 0.563 0.655"' 0.559 0.650"' 0.604 0.483 0.686 0.712 
AUDITOR 0.338" 0.350' 0.319 0.367 0.299 0.275 0.220' 0.7 00 0.453 
FST 0.359"' 0.435"1' 0.272 0.713"' 0.362 0.372" 0.35900" 0.701 0.567 
NFST 0.275 0.273 0.217 0.5301" 0.240 0.338 0.133 0.671 
I IST 0.292' 0.500"1 0.245 0.553"1 0.317 0.235 0.30800' 0.737 
I nese results are uuscu uu a, raiucr ar cuVIucIcn, s, --- slgmucrnr at III, sIgIuucmug a, oio, - sign incan[ a[ !u/. 
6.2.1 Information Accompanying Financial Statements 
Six information items were identified as information accompanying financial statements 
and Appendix 6.1 shows the frequencies of companies disclosing each of the items. 
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From Appendix 6.1, it can be seen that the most disclosed item (92%) was that the 
enterprise had significant dealings in financial instruments. Other items disclosed were 
financial review (68%), followed by factors influencing performance (59%), then 
enterprise sources of funding (28%) and resources of the enterprise whose value is not 
reflected in the balance sheet (23%). The least disclosed item was additional statements 
outside the financial statements (4%). 
Table 6.2.1.1 provides a summary of the number of information items accompanying 
financial statements disclosed by listed companies in the sample. It can be seen that 5.3% 
of companies did not comply with disclosing any information accompanying financial 
statements at all and only 1.5% disclosed the maximum six items. Companies that did not 
comply were mainly in the non-financial service sector. The largest number of companies 
(46.6%) complied with between 3 and 4 items; the common ones being that the enterprise 
had significant dealings in financial instruments, financial review and factors influencing 
performance. 
Further analysis' indicated that compliance with information accompanying financial 
statements (IAFS) items was significantly associated at the 1% level with the seven 
country-specific variables, namely level of foreign direct investment (FDI/CFCF), level of 
foreign direct investment (FDI/GDP), the degree of economic development (GDPPC), 
capital market size (MKTCAP), capital market development (MKTOVR), political 
system influence (ECOFRDM), and country governance regime (GOVIND). IAFS items 
were also significantly associated with these companies that are in financial sector at the 
1% level, and companies that are in industrial sector at thelO% levels, while companies 
that are audited by Big-4 firms were found to be significantly associated at the 5% level. 
This may suggest that companies were aware of the benefit of including information on 
financial instruments, financial review and performance. 
1Further 
analysis was based on Cramer's V coefficients and the Chi-square test of significance (see Table 6.2.2). 
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Table 6.2.1.1: Frequency of information accompanying financial statements items disclosed 
No. of items No. of companies % 
0 7 5.3 
1-2 41 30.8 
3-4 62 46.6 
5 21 15.8 
MAX 6 
- - - 
2 1.5 ý 
_ _ 
::: EOTAL 133 100.0 
6.2.2 Information on General Principles of Presentation 
A total of thirty-three items of information concerning general principles of presentation 
(GPOP) were examined in this study. Appendix 6.1 provides the frequencies of 
companies disclosing each of the items. It shows that only 1% of companies provided 
information that IFRSs are applied fully for the first time, while the most disclosed items 
were information on the components of financial statements, such as balance sheet and 
cash flow, each material item should be presented separately in the financial statements, 
structure and content of financial statements, name of the reporting enterprise, the 
balance sheet date, the reporting currency and the level of precision used in the 
presentation of figures. This may be due to the fact that listed companies were used to 
disclose such information items, which may be required by the previous accounting 
systems and company laws in these countries. 
Table 6.2.2.1 indicates that a small number of companies (0.8%) complied with only the 
minimum information items (17 items), while only 12% complied with more than twenty- 
five items (out of a maximum of 33 possible items). Companies that did comply with the 
minimum were mainly in the non-financial service sector. Many companies (46.9%) were 
found to disclose between nineteen and twenty-one items, the common ones being 
balance sheet, cash flow statement, each material item presented separately in the 
financial statements, the name of the reporting enterprise and the reporting currency. 
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Table 6.2.2.1: Frequency of general principles of presentation items disclosed 
No. of items No. of companies % 
17 1 0.8 
19-21 61 46.9 
22-24 55 41.3 
25-26 12 9 
MAX 27 4 3 
TOTAL 133 100.0 
Further analysis indicates that compliance with this category of information items was 
significantly associated (at the 1% level) with the seven country-specific variables, 
namely level of foreign direct investment (FDI/CFCF), level of foreign direct investment 
(FDI/GDP), the degree of economic development (GDPPC), capital market size 
(MKTCAP), capital market development (MKTOVR), political system influence 
(ECOFRDM), and country governance regime (GOVIND). The association between 
compliance with this category of information and firm-specific variables was significant 
at the 1% level with top 3 shareholders, and companies that are in financial and industrial 
sectors, while at the 10% with companies that were audited by Big-4 firms. 
6.2.3 Information on Income Statement 
Twenty-one information items regarding the income statement were selected to be 
examined from the International Accounting Standards Presentation and Disclosure 
Checklist 2002. The frequency of each information item on income statement is reported 
in Appendix 6.1. 
Appendix 6.1 shows that the majority (95% to100%) of listed companies provided 
information on all items of income and expenses recognised in the period (100%), 
revenue (100%), finance costs (100%), the results of operating activities (98%), profit or 
loss from ordinary activities (98%), additional line items, headings and subtotals that 
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should be presented of the face of income statements (97%), and an analysis of expenses 
using classification based on either the nature of the expenses or their function in the 
enterprise (97%). 
Appendix 6.1 also shows that a few listed companies ( 9-15%) provide information on 
additional per share amounts (14%), the calculation of the basic and diluted earnings per 
share for all periods (14%), the amount of pre-tax gain or loss recognised on the disposals 
of assets or settlement of liabilities attributable to a discontinuing operation (11%), and 
where applicable, the fact should be disclosed that per share calculation has been adjusted 
retrospectively for any changes in the number of shares or other effects (9%). 
Table 6.2.3.1 summarises the number of income statement items disclosed. It can be seen 
that only 1.5% of the companies disclosed the minimum information (9 items out of 21) 
regarding the income statement. Most companies (63.1%) were found to comply with 
between 13 to 16 items. Companies that disclosed only the minimum information are in 
the financial and industrial sectors 
Table 6.2.3.1: Frequency of income statement items disclosed 
No. of items No. of companies % 
9 2 1.5 
10-12 33 24.8 
13-16 84 63.1 
17-19 13 9.8 
MAX 21 1 0.8 
TOTAL 133 100.0 
Further analysis indicates that compliance with IS items was significantly associated (at 
the 1% level) with level of foreign direct investment, top 3 shareholders and profitability, 
while it was significant at the 5% level with political system influence, capital market 
size, capital market development, and country governance regime. 
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6.2.4 Information on Balance Sheet 
Twenty-six items were classified as balance sheet information items in the International 
Accounting Standards Presentation and Disclosure Checklist 2002. Appendix 6.1 shows 
the frequency with which each balance sheet item complied. 
Table 6.1 indicates that 100% of listed companies disclosed information on cash and cash 
equivalents, trade and other payables, issued capital and reserves, and additional line 
items, headings and subtotals where an IFRS requires it. Only 15% of listed companies 
complied with the requirements of IAS 12 (as revised in 2000) regarding tax liabilities 
and tax assets. This may suggest that listed companies in some countries, due to the 
exemption from paying taxes, may find that it is not necessary to comply with the 
requirement for disclosing this information. 
Table 6.2.4.1 indicates that 0.8 % of companies seemed to disclose the minimum (10 
items out of 26 items). And most companies (56.4%) disclosed between 16 and 21 items, 
while only one company disclosed the maximum 26 items. Companies that did disclose 
the minimum balance sheet information items were mainly in the industrial sector type of 
industry. 
Table 6.2.4.1 Frequency of Balance Sheet items disclosed 
No. of items No. of companies % 
10 1 0.8 
12-15 20 15.1 
16-21 75 56.4 
22-25 36 27.2 
MAX 26 1 0.8 
TOTAL 133 100.0 
2 Listed companies are operating in Bahrain, UAE, and Kuwait exempted from paying income taxes. Thus, 
the items which are related to income taxes are treated as NA (not applicable) for those listed companies 
when computed the IFRSDCI. 
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Further analysis indicates that compliance with BS items was significantly associated (at 
the 1% level) with the three types of industry, namely financial, non-financial service and 
industrial. 
6.2.5 Information on Statement of Changes in Equity 
Fourteen items were classified as statement of changes in equity information items in the 
International Accounting Standards Presentation and Disclosure Checklist 2002. 
Appendix 6.1 provides the frequency of listed companies complying with each item in 
this category. It can be seen in Table 6.2.5.1 that the most disclosed item was net profit or 
loss for the period (92%), followed by the balance of accumulated profit or loss at the 
beginning and the end of the period (91%), and a reconciliation between the carrying 
amount of each class of equity of capital, share premium and cash reserves at the 
beginning and the end of the period (89%). The least disclosed item was the aggregate 
current tax relating to items that are charged or credited to equity. This could be due to the 
exemption from paying taxes. 
The summary in Table 6.2.5.1 indicates that 7.5% of companies did not disclose any 
information on changes in equity, while only one company (0.8%) disclosed the 
maximum number of items. It can be seen in Table 6.2.5.1 that most companies (51.1%) 
disclosed between 6 and 9 items. 
Table 6.2.5.1 Frequency of Statements of Changes in Equity items disclosed 
No. of items No. of companies % 
0 10 7.5 
2-5 47 35.3 
6-9 68 51.1 
10-13 7 5.4 
MAX 14 1 0.8 
TOTAL 133 100.0 
Further analysis indicated that compliance with SOCIE items was significantly associated 
(at the 1% level) with the seven country-specific variables, namely level of foreign direct 
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investment (FDI/CFCF), level of foreign direct investment (FDI/GDP), the degree of 
economic development (GDPPC), capital market size (MKTCAP), capital market 
development (MKTOVR), political system influence (ECOFRDM), and country 
governance regime (GOVIND, and one firm-specific variable, namely, profitability. 
6.2.6 Information on Cash Flow Statement 
There were nineteen items under this category and Appendix 6.1 provides the frequency 
of each information item disclosed by listed companies. 
As shown in Appendix 6.1,100% of companies disclosed that a cash flow statement 
should be presented as an integral part of the financial statements for each period for 
which the financial statements are presented, and reporting cash flows from operating 
activities using either the direct or the indirect method, followed by 99% on classification 
of cash flows according to operating, investing and financing activities, and the 
requirement that investing and financing transactions that do not require the use of cash or 
cash equivalents should be disclosed elsewhere in the financial statements in a manner 
that provides all the relevant information about those investing and financing activities. 
Only one item seemed to be less disclosed, namely the amount of significant cash and 
cash equivalents held by the enterprise that are not available for use by the group, together 
with a commentary by management (20%). 
Table 6.2.6.1 shows that two companies (1.5%) disclosed the minimum information items 
(9 out of 19 items). These companies were found to be those that have a non-Big 4 auditor 
and they were in the non-financial service sector. The majority of companies (53.3%) 
complied with between 13 and 15 disclosure items under this category. Only 0.8% of 
companies (i. e. one company) disclosed the maximum number of disclosure items under 
this category. This company is in Cyprus and audited by a Big 4 firm. 
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Table 6.2.6.1 Frequency of Cash Flow Statement items disclosed 
No. of items No. of companies % 
9 2 1.5 
10-12 26 19.6 
13-15 71 53.3 
16-18 33 24.8 
MAX 19 1 0.8 
TOTAL 133 100.0 
Further analysis indicates that compliance with CFS items was significantly associated (at 
the 1% level) with the seven country-specific variables, namely level of foreign direct 
investment (FDI/CFCF), level of foreign direct investment (FDI/GDP), the degree of 
economic development (GDPPC), capital market size (MKTCAP), capital market 
development (MKTOVR), political influence (ECOFRDM), and country governance 
regime (GOVIND, while it was significantly associated (at the 5% level) with financial 
sector type of industry. 
6.2.7 Information on Accounting Polices 
There were 5 items on information on accounting polices that were stated in International 
Accounting Standards Presentation and Disclosure Checklist 2002. Companies should 
disclose information on these items in their annual reports. Appendix 6.1 provides the 
frequency of companies disclosing information on accounting policies and indicates that 
100% of companies complied with items 7001 and 7002, followed by item 7003 (99%) 
and item 7004 (59%), while only 56% have complied with item 7005. 
Table 6.2.7.1 also provides a summary of the number of items disclosed by companies. It 
can be seen that the majority of companies (54.1%) disclosed 3 information items out of 
5. The majority of these companies are in Egypt. This could be due to fulfilling the 
requirements from other parties (e. g. government and stock market regulations) rather 
than complying with the IFRS disclosure requirements as such. Further analysis indicates 
that compliance with AP items was significantly associated with financial and industrial 
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sectors type of industry at the 1% level, while it was significantly associated with type of 
external auditor at the 5% level. 
Table 6.2.7.1 Frequency of Accounting Polices items disclosed 
No. of items No. of companies % 
0 0 0.0 
2 1 0.8 
3 72 54.1 
4 5 3.8 
MAX 5 55 41.4 
TOTAL 133 100.0 
6.2.8 Information on Explanatory Notes 
One hundred and eight-two items3 were classified under this category; information on 
explanatory notes, in the International Accounting Standards Presentation and Disclosure 
Checklist 2002 and examined in this study. Appendix 6.1 provides the frequency of each 
information item on explanatory notes disclosed and indicates that the compliance was 
high (more than 90%) with items 8001a, 8001b, 8001c, 8002a, 8002b, 8003,8022,8035, 
8051,8052,8055,8105,8106, and 8164. 
The summary in Table 6.2.8.1 below indicates that 0.8% of listed companies (i. e. one 
company) did not disclose any information on explanatory notes. This listed company 
was in the industrial sector in Egypt and audited by one of the non-big 4 firms. The 
majority of listed companies (53.3%) complied with between seventy-eight and ninety- 
one items. Only 21.1% of companies complied with between ninety-two and one hundred 
3 It represents almost 53% of the total number of IFRS disclosure items (345) which examined in this study. 
This seems quite reasonable. If we look at a company annual report with average of 30 pages, for example, 
we will find that the explanatory note pages occupy more than 50% of the whole company annual report. 
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and thirty-six items. None of the companies disclosed more than one hundred and thirty- 
six items (out of a total of 182 possible items). 
Table 6.2.8.1 Frequency of explanatory notes items disclosed 
No. of items No. of companies % 
0 1 0.8 
7-67 33 24.8 
78-91 71 53.3 
92-136 28 21.1 
MAX 182 0 0.0 
TOTAL 133 100.0 
6.2.9 Information on Additional Disclosure Requirements- Banks and 
Similar Financial Institutions (IAS 30)* 
Thirty-nine items were classified as additional disclosure requirements for banks and 
similar financial institutions (IAS 30) information items in the International Accounting 
Standards Presentation and Disclosure Checklist 2002. These items of information are 
required to be disclosed additionally by this specific type of industry; banks and similar 
financial institutions. 
Table 6.2.9.1 shows the frequencies of companies complying with each of the items. It 
indicates that all companies in the financial sector complied with item 9004, followed by 
98% of companies in the financial sector complied with items 9001,9002k, and 90021. 
In this study, information on additional disclosure requirements for banks and similar financial institutions 
will be applicable only for listed companies in financial sector type of industry (57 companies). Companies 
in the financial sector represent 43% of the total sample. 
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Table 6.2.9.1 Frequency of each information on additional disclosure requirements-Banks and similar 
financial institutions 
REF. ITEM NO. OF 
COMPANIES 
'/o 
9001 Income statement should group income and expenses by nature and disclose the 
amounts of the principal types of income and expenses 
56 98 
9002a Income statement : interest and similar income 55 96 
9002b Income statement : interest expense and similar charges 54 95 
9002c Income statement : dividend income 33 58 
9002d Income statement : fee and commission income 52 91 
9002e income statement : fee and commission expense 52 91 
9002f Income statement : gains less losses arising from dealing securities 50 88 
9002g Income statement : gains less losses arising from investment currencies 52 91 
9002h Income statement : gains less losses arising from dealing in foreign currencies 37 65 
9002i Income statement : other operating income 54 95 
9002' Income statement : losses on loans and advances 19 33 
9002k Income statement : general administrative expenses 56 98 
90021 Income statement : other operating expenses 56 98 
9003 Income statement: items of income and expenses should be offset only when they 
are related to hedges or to assets and liabilities that have been offset compliance 
with item 9006 below. 
26 46 
9004 Balance Sheet : the balance sheet should group assets and liabilities by nature and 
list them in an order that reflects their relative liquidity 
57 100 
9005Aa Balance Sheet- Assets: cash and balances with the central banks 46 81 
9005Ab Balance Sheet- Assets: treasury bills and other bills eligible for rediscounting 
with the central bank 
31 54 
9005Ac Balance Sheet- Assets: government and other securities held for dealing purpose! 28 49 
9005Ad Balance Sheet- Assets: placements with, and loans and advances to, other banks 32 56 
9005Ae Balance Sheet- Assets: other money market placements 29 51 
9005Af Balance Sheet- Assets: loans and advances to customers 42 74 
9005Ag Balance Sheet- Assets: investment securities 55 96 
9005 La Balance Sheet- Liabilities- deposits from other banks 44 77 
9005Lb Balance Sheet- Liabilities: other money market deposits 41 72 
9005Lc Balance Sheet- Liabilities- amounts owed to other depositors 48 84 
9005Ld Balance Sheet- Liabilities: certificates of deposit 14 25 
9005Le Balance Sheet- Liabilities: promissory notes and other liabilities evidenced by 
ar 
19 33 
9005Lf Balance Sheet- Liabilities: other borrowed funds 53 93 
9006 Balance Sheet: assets and liabilities should be offset only when a legal right of 
set-off exists and the offsetting represents the expectations as the realization of 
the asset or settlement of the liability 
30 53 
9007 Balance Sheet: the bank should disclose the fair value of each class of its 
financial assets and liabilities as requested by JAS 32 (r1998) and IAS 39 (r2000 
50 88 
9008 Contingent liabilities and commitments (including off balance sheet items) 50 88 
9009 Maturities of assets and liabilities 32 56 
9010 Concentrations of assets and liabilities 32 56 
9011 Losses on loans and advances : accounting policy, and the movements in and the 
aggregate amounts of provisions 
40 70 
9012 Any amount that have been set aside in respect of losses on loans and advances 39 68 
9013 Any credit resulting from the reduction of the amounts referred to in the item 
9012 should be excluded from the determination of net income and credited to 
retained earnings 
49 86 
9014 General banking risks: any amounts that have been set aside for general banking 
risks... Should be disclosed separately as appropriations of retained earnings. 
51 89 
9015 General banking risks: any credit resulting from the reduction of the amounts 
referred to in the item 9014 should be excluded from the determination of net 
profit or loss for the period and should be credited to retained earnings 
50 88 
9016 Assets pledged as security: the aggregate amount of secured liabilities; and the 
nature and carrying amount of the assets pledged as security. 
16 28 
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In Table 6.2.9.2, it can also be seen that 2% of financial companies (i. e. one company) 
disclosed the minimum information (12 items out of 39). This company was in Bahrain 
and audited by a Big 4 firm. The majority of financial companies (60%) complied with 
between 26 and 32 disclosure items. Only 11% of financial companies complied with 
disclosing between 33 and 38 items. Further analysis indicates that compliance with 
ADRBASFI items was significantly associated (at thelO% level) with one country- 
specific variable, namely level of foreign direct investment as % of GDP. 
Table 6.2.9.2 Frequency of Additional Disclosure Requirements-Banks and Similar Financial 
Institutions items disclosed 
No. of items No. of companies % 
12 1 2 
20-24 11 19 
26-32 34 60 
33-38 11 19 
MAX 39 0 0 
TOTAL 57 100% 
6.3 Conclusion 
The extent of compliance with IFRS disclosure requirements items in annual reports of 
listed companies has been examined. The impact of two categories; country-specific and 
firm-specific characteristics on items disclosed was analysed. This was done to help in 
understanding the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies with regard to items disclosed. In addition, characteristics of 
countries and companies that did not disclose any items at all under each category were 
also analysed. 
The next chapter will examine the aggregate index of extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in the seven ETCs in the 
Middle East region. 
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CHAPTER 7 
The Extent of Compliance with International Financial 
Reporting Standards Disclosure Requirements in Annual 
Reports of Listed Companies in the Seven ETCs: Statistical 
Findings 
7.1 Introduction 
In this chapter, the relationship between several country-specific and firm-specific 
characteristics that have been hypothesised to be associated with the extent of compliance 
with IFRS disclosure requirements in annual reports of listed companies will be 
examined. Descriptive statistics of the dependent variable (IFRSDCI) are reviewed, 
followed by discussions of the results for univariate tests. In addition, the results of 
standard multiple regression based on log odds ration of transformation were also 
discussed. 
7.2 Descriptive Statistics of Dependent Variable (IFRSDCI) 
The analysis of the extent of compliance with IFRS disclosure requirements in annual 
reports of the sample of 133 listed companies in the seven ETCs covers the English and/or 
the Arabic editions of the listed company annual reports for 2002. Table 7.2.1 provides 
the descriptive statistics for the IFRS disclosure compliance index (IFRSDCI). 
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Table 7.2.1: Descriptive Statistics of IFRSDCI 
Mean 0.6892 K-S Significance 0.001 
Standard Deviation 0.11858 Skewness -0.698 
SE Mean 0.01028 SE Skewness 0.210 
Median 0.720 Kurtosis 1.066 
Minimum 0.230 SE Kurtosis 0.417 
Maximum 0.900 Z-test Skewness' -3.3238 
K-S (Lilliefors) 0.106 Z-test Kurtosis 1.59886 
Table 7.2.1 shows that the scores of the IFRSDCI range from 23% to 90% with a mean 
IFRS compliance index of 69%. The IFRSDCI scores and the ranking of the 133 listed 
companies in the sample are provided in Appendix 7.1. 
This table also reveals that the IFRSDCI scores are not normally distributed as indicated 
by the standard tests on skewness and kurtosis. A statistical test to assess normality is a 
rule of thumb based on skewness, and the kurtosis values (see Cook, 1989), but the 
IFRSDCI in this study was found to have a z-test skewness of -3.3238 which compares 
with f 2.58 and a z-test kurtosis of 1.5989 . This means that the 
data set is negatively 
skewed. The negative skewness value indicates that the scores are clustered to the right at 
high values. This can be seen in the frequency Table 7.2.2 where 125 companies (94%) 
scored 50% or above. The positive kurtosis indicates that the distribution is relatively 
peaked rather than flat as is the case with negative kurtosis. The peaked nature of the 
distribution can be seen in Table 7.2.2 where 79 (59.4%) company scores are in the range 
'The statistic value (z) for the skewness value is calculated as: Z skewness = skewness-O/ SE skewness. Az 
value can also be calculated for the kurtosis value using the following formula: Z kurtosis aK-0 SEkurtosis 
If the calculated z value exceeds a critical value, then the distribution is non-normal in terms of that 
characteristic. The critical value is from az distribution, based on the significance level we desire. For 
example, aZ calculated value exceeding ± 2.58 indicates we can reject the assumption about the normality 
of the distribution at the 0.01 probability level. Another commonly used critical value is ± 1.96, which 
corresponds to a 0.05 error level (Field, 2000, p. 41) 
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of 60-79.9%. This non-normality conclusion was further supported by the non-parametric 
Kolmogorov-Smirnov normality test (K-S Lilliefors)2. 
Table 7.2.2: Frequency of IFRSDCI 
IFRSDCI (%) NO. OF COMPANIES % 
1-9.9 0 0 
10-19.9 0 0 
20-29.9 1 0.8 
30-39.9 1 0.8 
40-49.9 6 4.5 
50-59.9 20 15 
60-69.9 35 26.3 
70-79.9 44 33.1 
80-89.9 23 17.3 
90-100 3 2.3 
Total 133 100 
Source: Author 
As mentioned in the methodology chapter (Chapter 5), when the dependent variable is 
found to show non-normality, steps can be taken to transform the data. Since IFRSDCI 
(the dependent variable) was found to be non-normally distributed, the following five 
types of transformation techniques were used: (i) Natural log (ii) log odds ratio, (iii) 
ranking, (iv) normalizing the dependent variable (using van der Waerden), (v) 
normalizing both the dependent and independent continuous variables. Table 7.2.3 
provides descriptive statistics of the dependent variable (IFRSDCI) after different types of 
transformations. 
2 K-S (Lilliefors) with significance of > . 
2000 indicates normality and a small significance value indicates a 
reason to doubt the normality assumption (see Field, 2000, p. 46). Hair et at (1998) warns that tests of 
significance are less useful in small samples (fewer than 30) and quite sensitive in large samples (exceeding 
1000 observations). Thus, researchers should always use both the graphical plots and any statistical tests to 
assess the actual degree of departure from normality (p. 73). 
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Table 7.2.3: Descriptive Statistics of IFRSDCI after Transformation 
Des. Stats. / Techniques Natural Log Log odds Rank Normal (VVW) 
Mean -0.3896 0.8545 67.000 -0.001 
Std. Deviation 0.19720 0.5862 38.515 0.969 
SE Mean 0.01710 0.0508 3.3397 0.084 
Minimum -1.47 -1.210 1.000 -2.434 
Maximum -0.11 2.200 132.000 2.172 
Skewness -1.858 -0.173 0.000 -0.014 
SE Skewness 0.210 0.210 0.210 0.210 
Kurtosis 7.107 0.610 -1.201 -0.317 
SE Kurtosis 0.417 0.417 0.417 0.417 
Z-test Skewness 8.8476 -0.824 0.000 -. 0667 
Z-test Kurtosis 4.1283 1.209 -1.697 -0.872 
K-S (Lilliefors) 0.125 0.065 0.079 0.031 
K-S Significance 0.000 0.200 0.041 0.200 
Source: Author 
From Table 7.2.3, it can be seen that transformation of the dependent variable based on 
natural log indicates that the problem of normality in teens of skewness and kurtosis, and 
K-S (Lilliefors) tests still exists. The second type of transformation is to use the log odds 
ratio which led to a mean of 0.8545 and standard deviation of 0.5862. Standard tests of 
normality based on skewness and kurtosis as well as K-S (Lilliefors), indicate that the 
data is closer to normal after the log odds transformation. 
When the IFRSDCI scores were ranked, the problem of non-normality in terms of 
skewness and kurtosis no longer exists. Similarly, when the IFRSDCI scores were 
transformed to normal scores (VVW), the mean and standard deviation became 
approximately 0 and 1 respectively and both standard normality tests for skewness and 
kurtosis were satisfied. This was further supported by the K-S (Lilliefors) significance 
value of bigger than 0.200, which indicates normality. 
7.3 Univariate Analysis 
As mentioned in the methodology chapter (chapter 5), to examine the association between 
the dependent variable (IFRSDCI) and the continuous independent variables, Pearson 
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product-moment correlation coefficients (r) were computed. Correlations coefficients 
were computed for both untransformed and log odds data for comparative purposes. 
Untransformed data were also tested using non-parametric Spearman's rank order (rho) 
correlation. A single regression for log odds was conducted to test the association between 
the dependent variable and each of the continuous independent variables. Table 7.3.1 
shows the descriptive statistics and the results of bivariate analysis for the dependent and 
continuous independent variables based on actual data and log odds3. 
Table 7.3.1: Descriptive Statistics and Univariate Analysis between IFRSDCI and 
Continuous Independent Variables 
Independent 
Variables 
can Median Std. 
Deviation 
Untransformed 
(Spearman's) 
Untransformed 
(Pearson) 
Log Odd s scores 
Pearson Model R 
ad i. 
I. Country-specific Characteristics 
I. FDI/GFCF in % 0.0830 0.0400 0.0969 0.385*e0 0.527'0' 0.587'00 0.340 
1Dl/GDP in % 0.0150 0.0100 0.01526 0.3400*0 0.465"" 0,533"0 0.279 
3. GDPPC in S 8476 3894 7649 0.745"' 0.64200' 0.6240"0 0.384 
4. TMC/GDP in % 0.5897 04206 0.3156 0.735'"0 0.639' 0.632**º 0.395 
5. MKTOVR% 0.2249 0.2446 0.18448 -0.514" -0.17100 -0.206'" 0.035 
6. ECOFRDM 2.82 2.75 0.62 0.8310x0 0.8150" 0.813" 0.658 
7. GOVIND 05568 05270 01347 0.821 00 0.798000 0801000 0638 
if. Firm-s ecific Characteristics 
1. Top 3 Shareholders 
5010 0.5023 0.5200 0.2008 -0.353*** -0.351"0 -0.333"" 0.104 
2. Company Size- 
-Total Assets in ($) 
Log Total Assets4 6139000000 
19.4434 
197047798 
19.0990 
51370000000 
2.1424 
0.203'" 
0.20300 
-0.047 
0.2790.0 
-0.048 
0.252000 0.056 
3. Profitability 
(ROAVB) 
0.0919 0.1000 0.1650 0.059 0.030 0.010 0.008 
btansncany signuicam at inc i -/o --- or ine z)-/o -- teveis 
3 The log odds approach has been used in previous studies in financial reporting by Ahmed and Nicholls 
(1994) and Cooke (1998). Given to the compassion with other approaches of data transformation, log odds 
approach resulted in a lower MSE (0.00360), therefore, this approach is chosen for statistical analysis of 
actual data observed in this study For other regression models, namely ranked, normal scores using VW for 
the dependent, and normal scores using VW for both dependent and independent, the MSE was 0.00380, 
00383, and 0.00428 respectively. 
4 Characteristics of total assets span a wide range of values. The effects of this variable's extreme 
observations are mitigated by using the natural logarithms of the raw data. 
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The bivariate statistical outputs of the two parametric correlation analyses for the 
dependent (IFRSDCI) and continuous independent variables indicate that the extent of 
compliance with IFRS disclosure requirements in annual reports index scores 
(IFRSDCSs) is significantly correlated with six country-specific variables at the 1% level, 
namely level of foreign direct investment (FDI/GFCF and FDI/GDP), degree of economic 
development (GDPPC), capital market size (TMC/GDP), political influence 
(ECOFRDM), and country governance regime (GOVIND), and two firm-specific 
characteristic variables, namely top 3 shareholders own 5% or more (TOPS) and log total 
assets (LOGTOTASTS). Non-parametric Spearman's Rank order (rho) correlation 
indicates that the association between the dependent variable and all the seven country- 
specific variables and one firm-specific characteristic variable, namely top 3 shareholders 
own 5% or more, are significant at the 1% level. The IFRSDCSs are also significantly 
correlated with one country-specific characteristic variable at the 5% level, namely 
activity on capital market in the parametric Pearson correlation analysis using 
untransformed and transformed data. 
Results regarding company size are mixed. Non-parametric Spearman's correlation 
indicates that the association between company size, using either total assets or log total 
assets, and the extent of compliance with IFRS disclosure requirements in annual reports 
is significant at the 5% level. The Pearson correlation analysis using untransformed data 
and log odds ratio indicates that company size variable measured by total assets is not 
significantly associated with the extent of compliance with IFRS disclosure requirements 
in annual reports. However, the results show that company size by using log total assets is 
significantly associated with the extent of compliance with IFRS disclosure requirement 
in annual reports at the 1% level in the Pearson correlation analysis using untransformed 
data and log odds ratio. 
Regarding profitability, both non-parametric and parametric tests indicate that 
profitability variable is not significantly associated with the extent of compliance with 
IFRS disclosure requirements in the annual reports of listed companies in the seven ETCs. 
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Tables 7.3.2 and 7.3.3 show the results of both parametric and non-parametric tests on the 
extent of compliance with IFRS disclosure requirements in annual reports and the nominal 
independent variables. 
Table 7.3.2: Descriptive Statistics and Univariate Analysis between IFRSDCI and Nominal 
Independent Variable (Type of External Auditor) 
Parametric Test using untransformed Non-parametric Test 
data 
Variable No. of Mean Std. Equal variance t- Mean Mann-Whitney 
Cases Dev. test Rank U-test 
Firm-Specific t-value 1 tail z-value 1 tail 
Characteristics Sig. Sig. 
External Auditor 5.355 -4.457 w Big 4 N=90 0.7238 0.09612 0.000**$ 77.29 0.000 
Non-Big 4 N=43 0.6167 0.12913 45.47 
Parame tric Test using log odds ratio 
Variable No. of Mean Std. Equal variance t- 
Cases Dev. test 
Firm-Specific t-value I tail 
Characteristics Sig. 
External Auditor 5.173 
w Big 4 N=90 1.0207 0.51278 0.000 
Non-Bi N=43 0.5065 0.58266 
Statistically significant at the 1% *** level 
Table 7.3.2 provides the results based on two independent samples t-test (a parametric 
test) and the Mann-Whitney U test (a non-parametric alternative to the independent t-test). 
Both results indicate that a firm-specific variable; auditor type, is significantly associated 
with differences in compliance with IFRS disclosure requirements between groupss. 
Compliance with IFRS disclosure requirements in annual reports of listed companies 
audited by the Big 4 is significantly higher (at the 1% level) than by listed companies 
audited by non-Big 4 and this is consistent with some previous studies (e. g. Singhvi, 
1967; Singhvi and Desai, 1971; Ahmed and Nicholls, 1994; Raffournier, 1995; Naser and 
s IIoth the two independent sample t-test and the Mann-Whitney U test reached same conclusions, hence 
there is less probability of spurious association. 
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Al-Khatib, 2000). This suggests that big international audit firms have more expertise 
(Wallace et al., 1994; Al-Omari et al. 1999) to play a major role in influencing clients to 
provide comprehensive disclosure as a reflection of their high quality services (DeAngelo, 
1981; Chow, 1982). 
Table 7.3.3 presents the results based on a parametric test (one-way ANOVA) and a non- 
parametric alternative to the ANOVA test (the Kruskal-Wallis test). These tests were 
carried out only for a firm-specific variable, type of industry, as it comprises three 
industry classifications; namely, financial, non-financial service, and industrial. 
From the results of both tests, it can be seen that the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies varies significantly (p 
<0.001) between industries. Wallace (1988) suggests that companies might have different 
levels of disclosure on the same item, but operating in a different type of industry. This is 
consistent with findings of previous studies (e. g. Belkaoui and Kahl, 1978; Cooke, 1989a, 
1991a, 1992; Wallace and Naser, 1995, Craig and Diga, 1998). Whilst the results indicate 
significant differences between industries, both tests do not really differentiate which pair 
of the three industry groupings have significantly different means. As such, a post-hoc 
Bonferroni test for ANOVA was conducted using SPSS for Windows. Results indicate a 
significant difference at the 1% level only between the financial and industrial sectors. In 
fact, companies in the financial sector disclosed relatively more than companies in the 
industrial sector and also more than those in the non-financial service sector, as can be 
seen from the means in the ANOVA6. 
6 The financial sector was found to have the highest mean while the industrial sector had the lowest mean 
(IFRSDCI) compared to the non-financial service sector. 
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Table 7.3.3: Univariate Analysis between IFRSDCI and Type of Industry 
Type of Industry No. Of Mean rank Kruskal Wallis Test 
companies 
Financial sector 57 80.55 Chi-Square = 12.352 
Non-financial service sector 37 64.32 df =1 
Industrial sector 39 49.73 Sig. = 0.000 
Type of Industry No. of Mean Std. Deviation One-way ANOVA 
companies Untransformed 
Financial sector 57 0.7351 0.08840 Between Group Mean 
Square = 0.174 
Within Group Mean Square 
Non-financial service sector 37 0.6827 0.11888 = 0.0 13 
F =13.718 
Sig. = 0.000 
Industrial sector 39 0.6282 0.13008 
Type of Industry No. of Mean Std. Deviation One-way ANOVA 
companies Log Odds 
Between Group Mean 
Financial sector 57 1.0731 0.48081 Square = 4.765 
Within Group Mean Square 
= 0.310 
Non-financial service sector 37 0.8214 0.56737 F =15.380 
Sig. =0.000 
Industrial sector 39 0.5664 0.62451 
The univariate analysis alone has been used in some studies, for example, Busby, 1975; 
Stanga, 1976; Belkaoui and Kahl, 1978; Courtis, 1978; Firth, 1979,1980; McNally et al., 
1982; Tai et at., 1990; Tan et al., 1990; Cook, 1993; Nicholls and Ahmed, 1995; Craig 
and Diga, 1998; and Hope, 2003 to distinguish between variables that are significant and 
not significant in explaining the relationship between disclosure and the identified 
independent variables. However, the problem of the univariate analysis is that it is not 
able to determine the collective impact of independent variables when they are examined 
at the same time. To overcome this problem one applies multivariate analysis. 
In this study, the application of multivariate analysis is more appropriate as it gives a 
better indication of the combined relationships between the dependent and explanatory 
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variables than that of univariate analysis. Furthermore, as shown in previous studies, some 
characteristics that are significantly related based on univariate tests were found not to be 
so based on multiple regression (e. g. Singhvi and Desai, 1971; Cooke, 1989; Bradbury, 
1992; Hossain et al., 1994; Wallace et al., 1994; Wallace and Naser, 1995; Raffournier, 
1995; Owusu-Ansah, 1998; Haniffa and Cooke, 2002,2005; and Akhtaruddin, 2005) and 
as suggested by Hossain et al. (1994), this may be attributed to the statistical significance 
being overstated by the Pearson correlations. 
Hence, a standard multiple regression was employed to help explain the variations in the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies in the Middle East region. The following section presents and discusses results 
based on multiple regression. 
7.4 Multiple Regression Analysis 
In order to test whether or not the extent of compliance with IFRS disclosure requirements 
in annual reports among listed companies in the seven countries is significantly associated 
with variables identified under the two categories, a standard multiple regression analysis 
was conducted using SPSS for windows. However, multiple regression requires the data 
set . 
to comply with certain assumptions with regard to data measurement level, 
characteristics of the error term, model specification and the nature of the relationship 
between the independent variables (see Chapter 5). In other words, before the standards 
multiple regression analysis can be used, the assumptions of no significant 
multicollinearity between the independent variables, homoscedasticity, no errors related 
to measurement and specification, and conditions of normality of the error terms must 
first be satisfied (Hair et al., 1998; Gujarati, 2003). 
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The problem of multicollinearity7 did arise in this study as an examination of the 
correlation matrix of the continuous independent variables indicates that some variables 
were correlated; namely, country governance regime factor (GOVIND) was significantly 
correlated with political system influence factor (ECOFRDM), and degree of economic 
development factor (GDPPC)8. Level of foreign direct investment as a percentage of 
GDP (FDI/GDP) was also significantly correlated with level of foreign direct investment 
as a percentage of gross fixed capital formation (FDI/GFCF)9. 
The rule of thumb for checking the problem of multicollinearity is when the correlation is 
above 0.80 (Field, 2000). The correlation matrix for the extent of compliance with IFRS 
disclosure requirements in annual reports and the continuous independent variables is 
provided in Appendix 7.2. Besides the correlation matrix, another test for the potential 
effect of multicollinearity on regression can be evaluated by computing the variance 
inflation factor (VIF). Where a VIF of a variable exceeds 10 this indicates that the 
variable is highly collinear with other variables (Gujarati, 2003, p. 362). In this study, the 
results of the VIF test also indicate the problem of multicollinearity with the above 
independent variables. 
With regard to potential problems related to heteroscedasticity (unequal variance), non- 
linearity and non-normality, an analysis of the residuals1° was conducted. Analyses of the 
plots of the regression standardised residuals, cumulative probability plots and the 
scatterplots of the regression standardised predicted scores against the residuals show that 
7 Different solutions have been suggested in prior studies to overcome of multicol linearity problem, such as 
removing the variables that are highly correlated with others, or adding more data can break the pattern of 
multicollinearity (Gujarati, 2003). In this study, it was not possible to add more data, therefore a possible 
solution to the multicollinearity problem is to remove those variables that are highly correlated with others 
and thus eliminate the problem (Dielman, 2001) 
" political system influence factor (ECOFRDM) and degree of economic development factor (GDPPC) have 
been dropped from the multiple regression analysis because they were highly correlated with country 
governance regime factor, (-0.935) and (0.893) respectively. See Appendix 6-2. 
Level of foreign direct investment / GDP (FDI/GDP) has also been dropped from multiple regression 
analysis because it was highly correlated with level of foreign direct investment / gross fixed capital 
formation (0.959). 
10 Residuals are what are left over after the model is fit and represent the difference between the observed 
values of the dependent variable and the values predicted by the regression line (Dielman, 2001, p. 292). 
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the observations cluster around a straight line but the deviations from a straight line are 
not randomly distributed around zero (see Appendix 7.3). 
In this study, a standard multiple regression model was run based on log odds ratio scores 
of dependent variable". The model was run where the independent variables were tested 
using the `enter all variables' routine, which means that all the thirteen independent 
variables that have been theoretically hypothesised to be associated with the extent of 
compliance with IFRS disclosure requirements in annual reports were entered into the 
regression equation. This can also identify independent variables which are the best 
predictors of the dependent variable. 
However, after running the multiple regression analysis with the ten independent variables 
the results showed that three of the variables were omitted from the regression equation 
because of a multicollinearity problem12. A summary of the results of the multiple 
regression analysis on the extent of compliance with IFRS disclosure requirements 
index 
is provided in Table 7.4.18. 
Results reported in Table 7.4.18 indicate that the model of log odds of the dependent 
variable which incorporates seven continuous and three categorical variables is significant 
(p=0.000) with an adjusted R2 of 74.1%. This means that 74.1% of the variations in the 
extent of compliance of IFRS disclosure requirements in annual reports of listed 
companies in the seven ETCs in the Middle East region can be explained by the ten 
variables specified in the model. 
Capital market size (TMC/GDP), country governance regime (GOVIND), and company 
size (log of total assets) were found to be significant at the 1% level. Level of foreign 
" The log odds ratio involved only transformation of the dependent variable while continuous independent 
variables were untransformed (Ahmed and Nicholls, 1994; and Cooke, 1998). 
12 The three independent variables are political system influence (ECOFRDM), the degree of economic 
development (GDPPC), and level of foreign direct investment (FDUGDP). 
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direct investment (FDI/GFCF) was significant at the 5% level while ownership by top 3 
shareholders who own 5% or more and type of external auditor were to be significant only 
at the 10% level. 
However, activity on capital market (MKTOVR), profitability (ROVAE), and type of 
industry were found to be insignificant in the multiple regression model. 
Table 7.4.1': Standard Multiple Regression Analyses of Determinants of the Extent of 
Compliance with IFRS Disclosure Requirements Model 
MODEL SUMMARY 
Standard error Fvalue F-significance R square Adjusted K square 
0.29811 38.837 0.000 0.761 0.741 
Coefficients Collinearity Statistics 
Variables B Beta t-value Significance Tolerance VIF 
(constant) -1.359 -4.307 0.000000 
Level of Foreign Direct Investment (FDI/GFCF 1.318 0.218 2.583 0.011'" 0.275 3.630 
Capital Market Size (TI%IC/GDP In %) 
0.005 0.245 3.141 0.002'0' 0.322 3.109 
Activity on Capital Market (MKTOVR) -0.001 -0.035 -0.446 
0.656 0.315 3.176 
Country Governance Regime (GOVIND) 0.019 0.442 6.487 0.000'00 0.421 2.373 
Top 3 Shareholders own 5% or more ("/. ) -0.265 -0.091 -1.815 
0.0720 0.786 1.273 
Company Size (Log Total Assets) 
0.101 0.161 2.875 0.005000 0.627 1.595 
Profitability (ROAVE In %) -0.022 -0.006 -0.130 
0.897 0.877 1.140 
Type of External Auditor 
0.117 0.094 1.819 0.0710 0.735 1.360 
Financial sector 
0.020 0.017 0.263 0.793 0.472 2.119 
Non-financial service sector -0.069 -0.053 -0.961 
0.339 0.647 1.546 
***, **, * indicate significant at less than the 1%, 5%, 10% level, respectively 
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Table 7.4.1" also shows the contribution of each independent variable; the Beta value 
under standardised coefficients . In this model, the highest Beta coefficient value 
is 0.442 13 
that is for the country governance regime (GOVIND). This means that the country 
governance regime factor makes the strongest contribution in explaining the dependent 
variable, when the variance explained by all other independent variables in the model is 
controlled for, followed by capital market size (0.245), level of foreign direct investment 
(0.218) company size (0.161), type of external auditor (0.094), financial sector (0.017), 
profitability (-0.006), activity on capital market (-0.035), non-financial sector (-0.053), 
and top 3 shareholders own 5% or more(-0.091). 
Table 7.4.1": Reduced Standard Multiple Regression Analyses of Determinants of the 
Extent of Compliance with IFRS Disclosure Requirements Model 
MODEL SUMMARY 
Standard error F value F-significance R square Adjusted R square 
0.29590 65.335 0.000 0.757 0.745 
Coefficients Collinearity Statistics 
Variables B Beta t-value Significance Tolerance VIF 
(constant) -1.524 -5.342 0.000"'" 
Level of Foreign Direct Investment (FDI/GFCF 1.523 0.252 4.703 0,000"'" 0.673 1.485 
Capital Market Size (TMC/GDP in %) 
0.004 0.224 3.873 0.000"" 0.577 1.734 
Country Governance Regime (GOVIND) 0.019 0.445 6.658 0.000'"" 0.433 2.311 
(%) Top 3 Shareholders own 5% or more 
-0.279 -0.096 "2.008 0.04700 0.849 1.178 
Company Size (Log Total Assets) 
0.119 0.189 3.988 0.0000"0 0.862 1.161 
Type of External Auditor 
0.096 0.077 1.561 0.121 0.789 1.268 
***, **, * indicate significant at less than the 1%, S%, 10% level, respectively 
13 The standardised Beta values of each variable are measured in standard deviation units to enable 
comparison among them, therefore, they provide a better insight into the importance of a predictor in the 
model (Field, 2000, p. 150). SPSS provides the standardised Beta values. 
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Based on all explanatory variables which were identified as significant in multiple 
regression analysis (Table 7.4. V), six independent variables were entered in the regression 
routine as reduced multiple regression model. Table 7.4.1aa summaries the results of the 
reduced standard multiple regression. 
Based on the reduced regression analysis results (Table 7.4.1aa), five explanatory variables 
were found to be significant at 1% and 5% levels respectively. These were level of foreign 
direct investment, capital market size, country governance regime, company size, and top 
3 shareholders who own 5% or more. However, type of external auditor was found to be 
insignificant. This may suggest that this variable (type of external auditor) was captured in 
other variables when reduced multiple regression was conducted. A further-reduced 
regression model was also run after removing the type of external auditor. Appendix 7.4 
shows the results of the further-reduced multiple regression model. The results show that 
the independent variables that found to be statistically significant in the reduced model (in 
Table 7.4.1"), are also statistically significant in the further-reduced model. 
In order to account for the effect of the number of companies in Egypt which is 48 out of 
133 (see Table 5.3.2.1 in Chapter 5), a dummy variable "Egypt "14 was included in the 
multiple regression equation. The explanatory variables were re-examined for a 
statistically significant association with the extent of compliance with IFRS disclosure 
requirements in annual reports. The Egypt dummy found to be significant at the 1% level, 
while the capital market size factor became insignificant. The Egypt dummy seems to 
have "captured" capital market size and type of external auditor. Table 7.4.1b summarises 
the statistical results of the multiple regression after adjusting for the effect of companies 
in Egypt on the dependent variable. 
14 Egypt (dummy variable) is 1 if the companies is listed in the Egyptian stock market; 0 otherwise. 
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Table 7.4.1b: Standard Multiple Regression Analyses of Determinants of the Extent of 
Compliance with IFRS Disclosure Requirements Model 
MODEL SUMMARY 
Standard error F value F-significance K square Adjusted K square 
0.28363 40.255 0.000 0.785 0.766 
Coefficients Collinearity Statistics 
Variables B Beta t-value Significance Tolerance VIF 
(constant) -0.718 . 2.073 0.0400' 
Level of Foreign Direct Investments (FDI/GFCF 
(%)) 
2.155 0,356 4.026 0.0000"' 0.227 4.414 
Capital Market Size (TMC/GDP) 
0.001 0.061 0.682 0.496 0.222 4.498 
Activity on Capital Market (MKTOVR) 
0.003 0.080 0.989 0.325 0.269 3.722 
Country Governance Regime (GOVIND) 0.010 0.226 2.592 0.0110" 0.233 4.288 
Top 3 Shareholders own 5% or more (%) -0.234 -0.080 -1.684 
0.0950 0.783 1.277 
Company Size (Log Total Assets) 
0.108 0.172 3.227 0.002" 0.625 1.600 
Profitability (ROAVE in %) -0.034 -0.010 -0.211 
0.833 0.877 1.140 
Typeof ExternalAuditor 
0.099 0.080 1.617 0.108 0.731 1.368 
Financial Sector 
0.039 0.033 0.539 0.591 0.470 2.130 
Non-financial Service Sector -0.018 -0.014 -0.260 
0.795 0.622 1.608 
Egypt (Dummy) -0.418 -0.344 -3.711 
0.000""" 0.206 4.848 
***, **, * indicate signiticant at ºess tnan the m o, m /o, lUYo level, respectively 
Table 7.4. lb shows that the adjusted R2 of the regression model (76.6%) is slightly higher 
than the adjusted R2 in Table 7.4.18 (74.1%) before adjusting for the effect of Egypt 
(dummy). In this model, the Egypt dummy variable became the second highest absolute 
Beta coefficient value (-0.344). The Egypt dummy found to be significant at the 1% level 
with a negative sign. This provides some insight into the country-specific characteristics 
that are associated with lower levels of the extent of compliance with IFRS disclosure 
requirements in annual reports. Table 7.4.1° shows a comparison of the significance of the 
explanatory variables (both before and after adjusting for the effect of Egypt) on the dependent 
variable. 
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Table 7.4.1`: Standard Multiple Regression Analysis Models Coefficients 
MULTIVARIATE ANALYSIS MULTIVARIATE ANALYSIS 
(REGRESSION MODEL IN TABLE (REGRESSION MODEL IN TABLE 
INDEPENDENT VARIABLES 6.4.1A) 6.4.111) 
BEFORE AFTER 
(constant) P. 4.307"** t-2.073'+ 
Level of Foreign Direct Investments t=2.583++ t-4.026"0+ 
(FDI/GFCF (%)) 
t-3.141"' t-0.682 Capital Market Size (TMC/GDP) 
Activity on Capital Market t=-0.446 tp0.989 
(MKTOVR) 
Country Governance Regime 
t--6.487*** t-2.592 *0 
(GOVIND) 
Top 3 Shareholders own 5% or more 1=1.815' t-1.684' 
Company Size (Log Total Assets) t-2.875+++ t-3'227++' 
1-0.130 is-0.211 
Profitability (ROAVE) 
1°1.819+ t-1.617 
Type of External Auditor 
". 263 tm0.539 
Financial Sector 
1-0'961 t--0.260 
Non-Financial Service Sector 
t ý-3.71 1"' Egypt (Dummy) 
*"" "" " indicate significant at less than the t%, S%, 10% level, respectively 
As shown in Table 7.4.1c, the level of foreign direct investment factor (FDI/GFCF) was 
found to be significant at the 1% level after adjusting for the effect of Egypt variable, 
while it was significant at 5% level before that. Company size factor (log total assets) was 
found to be significant at the 1% level after and before. Country governance regime factor 
was found to be significant at 5% level while it was significant at 1% level before. Top 3 
shareholders own 5% or more was found to be significant at 10% level after and before. 
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However, capital market size factor (TMC/GDP) and type of auditor were found to be 
insignificant after, while they were found to be significant at 1% level and 10% level 
respectively before. 
The standard multiple regression were also run based on log odds ratio scores of the 
dependent variable only for financial listed companies (57 companies see Table 5.3.2.1 in 
Chapter 5) without including the dummy variable (Egypt). A summary of the results of 
the standard multiple regression analysis on the extent of compliance with IFRS 
disclosure requirements index for financial companies is provided in Table 7.4.1d in 
Appendix 7.5. Country governance regime was found to be significant at the 1% level. 
Foreign direct investment (FDI/GFCF) and capital market size were found to be 
significant at the 5% level. Company size factor (log total assets) was significant at the 
10% level. 
By comparing the above standard multiple regression models in Table 7.4.1', Table 
7.4.1a and Table 7.4.1b, it was found that the reduced standard multiple regression model 
in Table 7.4. laa produced an adjusted R2 of 74.5% which is slightly higher than the one in 
the standard multiple regression model in Table 7.4.1' (74.1%), and lower than the one in 
the standard multiple regression model in Table 7.4. lb, while collinearity statistics were 
lower in the reduced standard regression model than in other models. 
Thus, based on the results of the reduced standard regression model, this study has 
provided strong empirical evidence supporting the association between foreign direct 
investment (HAI), capital market size (HA3), country governance regime (HAS), ownership 
concentration (HA6), and company size (HA7), and the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in the seven ETCs in the 
Middle East region. 
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7.5 Univariate and multivariate analyses results for the extent 
of compliance with IFRS disclosure requirements in annual 
reports 
Table 7.5.1 provides a summary of the statistical results of univariate and multivariate 
analyses using log odds scores on the relationship between the extent of compliance with 
IFRS disclosure requirements in annual reports and independent variables of two 
categories, namely, country-specific and firm-specific characteristics. 
It can be seen from Table 7.5.1 that three variables, namely, level of foreign direct 
investment (FDI/GDCF), the country governance regime and company size were found to 
be significant 15 based on both univariate and multiple regression analyses. Ownership by 
top 3 shareholders who own 5% or more variable was found to be significant based on 
univariate analysis (at the 1% significance level) but only in the multiple regression 
models at the 10% significance level. 
However, there were also variables found to be significant only in the univariate analysis 
but not in the multiple regression model. At the 1% level, these variables are type of 
external auditor and type of industry. In addition, the variables level of foreign direct 
investment as a percentage of GDP, degree of economic development and political 
influence were found to be significant in the univariate analysis but were omitted from the 
regression models because of the problem of multicollinearity. In the univariate analysis, 
political influence factor (ECOFRDM) had slightly greater explanatory power than 
country governance regime (GOVIND), but the political influence factor was dropped. 
The reason was that the standards multiple regression model that includes the political 
influence factor produced an adjusted R square (0.749) which is slightly higher than the 
model that includes country governance factor (0.741), but collinearity statistics are 
greater in the former model than the later model (see Appendix 7.6). 
15 The significance of the variables varied between the univariate tests and different models of regression. 
Nevertheless, all the two variables were at least significant at less than 5% level. 
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Table 7.5.1: Univariate and Multivariate Analyses Results 
INDEPENDENT VARIABLES UNIVARIATE ANALYSIS MULTIVARIATE ANALYSIS 
(REGRESSION MODELS) 
PEARSON REGRESSION TABLE TABLE TABLE 
PRODUT- R2ADJ. 7.4.1') ý (7.4.1") 7.4.1b) ý 
MOMENT R D -0 741 
WAD) 
-745 R n -o ieF 
1. Country-specific 
Characteristics 
Level of Foreign Direct Pc-r- 0.587 0.340 t=2.583 t=4.703 t=4.026 
Investment (FDI/GFCF 
- Level of Foreign Direct Pc-r- 0.3 373- 0.279 - - - 
Investment (FDI/GDP) 
Degree of Economic Pc-r= 0.624 0.384 - - - 
Development 
Capital Market Size Pc-r-- 0.632 0.395 t=3.141 t=3.873 t=0.496 
Capital Market Development Pc-r= -0.206 0.035 t= -0.446 t- 0.989 
(Activity on capital market) 
Political system Influence Pc-r- -0.813 0.658 
Country Governance Regime Pc-r- 0.801 0.638 t=6.487 t=6.658 t=2.592 
Egypt t-3.711 
II. Company-specific 
Characteristics 
Top 3 Shareholders own 5% or Pc-r= -0.333 0.104 t=-1.815 t -2.008 t--1.68 i 
more 
Company Size (log total assets) Pc-r= 0.252 0.056 t=2.875 t=3.988 t-3.227 
Profitability Pc-r- 0.0 10 0.008 t=-0.130 t-0.21 I 
Type of External Auditor Student t=5.173 t=1.819 t-1.561 t=1.617 
Z-value= -4.457"* 
Financial Sector One way ANOVA: t=0.263 t=0.539 
F-value = 15.380*** 
t=-0.339 t-0.260 
Non-Financial Service Sector Kruskal Wallis: 0** Chi square =12.352 
*** Significant at 1%, ** significant at 5%, * significant at 10% 
(-) variables were excluded from the multiple regression because they are highly correlated with other country-specific 
variables 
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Thus, from the univariate tests and the reduced standard multiple regression analysis (in 
Table 7.4.1"), results seem to support rejection of the null hypotheses and to support the 
general hypotheses developed in this study: 
IIM: There is a positive association between the level of foreign direct investment (FDI/GFCF) and 
the extent of compliance with IFRS disclosure requirements in annual reports of listed companies. 
II, 3: There is a positive association between capital market size and the extent of compliance with 
IFRS disclosure requirements in annual reports of listed companies. 
IIAs: There is a positive association between the quality of corporate governance as reflected in 
governance regime indicators and the extent of compliance with IFRS disclosure requirements in 
annual reports of listed companies. 
I1A6: There is a negative association between concentration of ownership and the extent of compliance 
with IFRS disclosure requirements in annual reports of listed companies. 
HHA,: There is a positive association between company size and the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies. 
Results based only on univariate analysis would allow acceptance of the following general 
hypotheses and reject the null hypotheses in this study. This is because country-specific 
variable, namely degree of economic development and political influence are highly 
correlated with other country-specific variables, and they were removed from the 
regression analysis. 
IIA2: There is a positive association between degree of economic development and the extent of 
compliance with IFRS disclosure requirements in annual reports of listed companies. 
IIA4: There is a positive association between the degree of political freedom (in the narrower economic 
sense) and the extent of compliance with IFRS disclosure requirements In annual reports of listed 
companies. 
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IIA9: There is a positive/negative association between type of industry and the extent of compliance 
with IFRS disclosure requirements in annual reports of listed companies. 
IIAio: There is a positive association between type of external auditor and the extent of compliance 
with IFRS disclosure requirements in annual reports of listed companies. 
However, results based on both univariate and multivariate analyses led to the rejection of 
the following general hypothesis and accepting the null hypotheses in this study: 
HHAS: There is no association between company profitability and the extent of compliance with IFRS 
disclosure requirements by listed companies. 
7.6 Conclusion 
This chapter reports the results of the statistical findings on the relationship between 
several country-specific and company-specific characteristics and the extent of 
compliance with IFRS disclosure requirements in annual reports of the listed companies 
in the seven Middle East countries for the financial year ending 2002. The dependent 
variable is an aggregate extent of compliance with IFRS disclosure requirements index 
consisting of 345 IFRS disclosure items and the independent variables consist of those 
identified as representing two different characteristics; country-specific (level of foreign 
direct investment, capital market size, capital market development, and country 
governance regime) and company-specific (ownership by top 3 shareholders, company 
size, profitability, type of external auditor, and type of industry). Since there has been no 
research that specifically examined the first characteristic on the extent of compliance 
with IFRS disclosure requirements in annual reports of listed companies, the variables 
were identified based on relevance in the context of the seven countries in the Middle East 
region. 
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The data were subjected to two modes of analysis, univariate and multivariate. The former 
consists of statistical tests based on the Pearson product-moment correlation coefficient 
and single regression (for all continuous variables), two independent samples t-test and 
Mann Whitney U test (for nominal independent variable- external auditor type) and also 
one way ANOVA and Kruskal Wallis (for the independent variable-industry type). The 
reason for adopting the triangulation approach (for the nominal independent variables) 
was to reduce the probability of incorrectly rejecting the null hypothesis. 
The multivariate analysis was based on multiple regression. The multiple regression 
model was conducted using the standard multiple regression based on transformed data of 
the dependent variable (log odds ratio) due to indication of normality problems. This 
approach was adopted to help run a multiple regression analysis. 
The next chapter (chapter 8) is devoted to a summary and discussions of the empirical 
findings, and implications and limitations of this thesis as well as identifications of areas 
for future research. 
155 
CHAPTER 8 
Summary, Discussions and Conclusions 
8.1 Introduction 
This study has investigated one type of corporate financial reporting reform in 
economies in transition: the extent of compliance with IFRS disclosure requirements in 
annual reports of listed companies. The economies studied were those of seven ETCs 
countries in the Middle East region. The study involved a review of literature and 
collection and analysis of data including the testing of hypotheses. The literature review, 
procedures used to collect and analyse data and the findings were presented in chapters 
two to seven. 
This chapter summarises the objectives, research questions, hypotheses tested, methods 
used to collect and analyse the data, and presents the results and findings including 
limitations of the study and suggestions for further research. It starts with research 
questions, objectives and hypotheses, and the method used to answer the research 
questions and hypotheses. Then, the statistical findings and results of hypotheses testing 
are also presented in section 8.3. A link between the empirical findings of the current 
study and the relevant theoretical frameworks is presented in section 8.4. Section 8.5 
provides the contributions of the study. Section 8.6 summarises the implications and 
research findings. Limitation of the study is presented in section 8.7. Finally, Section 
8.8 concludes the study, suggesting avenues for further research. 
156 
8.2 Research Objectives, Questions, Hypotheses and Method 
The purpose of this study was to evaluate the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies in the seven ETCs in the Middle East 
region, and to assess whether the two types of independent variables, namely country- 
specific and company-specific characteristics, are associated with the extent of 
compliance with IFRS disclosure requirements in annual reports of listed companies. 
The research objectives are summarised below. 
8.2.1 Research Objectives 
The specific objectives in this study are as follows: 
L' To evaluate the cross-sectional variations in compliance with IFRS disclosure 
requirements in annual reports of listed companies in the seven ETCs in the 
Middle East region. 
2. To determine selected key country-specific and company-specific factors, which 
may explain the cross-sectional variations in the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in the seven ETCs 
in the Middle East region. 
8.2.2 Research Questions 
In order to achieve the above research objectives, the following research questions need 
to be answered within respect to the seven ETCs in the Middle East region: 
Q1. What is the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies in the seven ETCs in the Middle East region? 
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Q2. Which factors are statistically significant in explaining the cross-sectional 
variations in the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies investigated? 
8.2.3 Research Hypotheses 
In the light of the research questions, the research hypotheses of this study were: 
HAI: There is a positive association between the level of foreign direct investment 
and the extent of compliance with IFRS disclosure requirements in annual reports 
of listed companies. 
HA2: There is a positive association between the degree of economic development 
and the extent of compliance with IFRS disclosure requirements in annual reports 
of listed companies. 
HA3: There is a positive association between capital market size and the extent of 
compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
IIA4: There is a positive association between the degree of political freedom (in the 
narrowest economic sense) and the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies. 
HAS: There is a positive association between the quality of corporate governance as 
reflected in country governance indicators and the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies. 
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HA6: There is a negative association between concentration of ownership and the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
HA7: There is a positive association between company size and the extent of 
compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
HAS: There is a positive association between company profitability and the extent 
of compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
HAg: There is a positive/negative association between type of industry and the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
HALO: There is a positive association between type of external auditor (Big 4- non 
Big 4) and the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies. 
8.2.4 Research Method 
This study is a cross-company study in seven economies which employs univariate and 
multiple regression analyses to test the above research hypotheses. The following 
summarises the methods and the steps used to test research hypotheses. 
The first step was to analyse company annual reports using content analysis via a 
method of codifying the content of an annual report into various categories depending 
on the International Accounting Presentation and Disclosure Checklist 2002. The extent 
of compliance with IFRS disclosure requirement for annual reports items was expressed 
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as an index (IFRSDCI). The approach for scoring items was based on an unweighted 
method and a dichotomous procedure used in that an item is awarded 1 if disclosed and 
0 if it is not, and no penalty is imposed if the item is considered not applicable (NA). 
The scores for each item were then added to derive a final score for the company. The 
extent of compliance with IFRS disclosure requirements in annual reports was derived 
by computing the ratio of final score for the company (the total number of items 
disclosed) divided by the total of both disclosed and non-disclosed items, and the NA 
items were excluded from the calculation (see section 5.4.2.4 in chapter 5). 
The second step followed by running univariate and multivariate analyses for the extent 
of compliance with IFRS disclosure requirements in annual reports. Before running the 
multiple regression analysis, several statistical tests were used to assess whether the data 
met the assumptions of a standard multiple regression of `normality' (section 
5.6.2.2.1.1), `linearity' (section 5.6.2.2.1.2), `homoscedasticity' (section 5.6.2.2.1.3), 
and `multicollinearity' (section 5.6.2.2.1.4). Normality tests based on skewness, kurtosis 
and Kolmogorov-Smimov Lilliefors (KSL) on dependent variable indicated significant 
deviation of normality; the dependent variable was transformed into log odds ration 
(section 7.2 in chapter 7). Multicollinearity among independent variables was checked 
using Pearson correlation and variance inflation factor (VIF). The multiple regression 
models were run based on log odds ration. Variables reported as significantly 
influencing the extent of compliance with IFRS disclosure requirements in annual 
reports were decided based on statistical significance at level 1%, 5%, or 10% (section 
7.4 in chapter 7). 
8.3 Statistical Findings and Hypotheses Testing 
The examination of listed company annual reports revealed that there was considerable 
variability in the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies in the seven ETCs in the Middle East region with total 
IFRSDCIs ranging from 23% to 90% with a mean IFRSDCI of 69% (see section 7.2 in 
chapter 7). 
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The results of the standard multiple regression analysis of the association between the 
extent of compliance with IFRS disclosure requirements in annual reports of a sample 
of listed companies and country-specific and company-specific characteristics are 
documented in Table 7.4.1 'a in chapter 7. 
In terms of explanatory factors explaining the variation in the extent of compliance 
with IFRS disclosure requirements in annual reports, the results of the standard 
multiple regression analysis showed that four independent variables, namely, level of 
foreign direct investment (FDI/GFCF), capital market size, country governance regime, 
company size, and top 3 shareholders who own 5% or more, were significantly 
associated with the extent of compliance with IFRS disclosure requirements in annual 
reports at either 1%, or 5% level. 
This section will summarise and discuss the major findings of this study based on the 
variations in the extent compliance with IFRS disclosure requirements in annual reports 
and country-specific and company-specific characteristics factors influencing them. 
8.3.1 Impact of Country-specific Characteristics on the Extent of 
Compliance with IFRS Disclosure Requirements in Annual Reports 
The Spearman's rank correlation test, Pearson product-moment correlation test, and 
single and standard multiple regression models were used to evaluate the existence of a 
significant association between country-specific characteristics, namely, level of foreign 
direct, investment, degree of economic freedom, capital market, political system 
influence and country-governance regime, and the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in the seven ETCs. 
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8.3.1.1- Impact of level of foreign direct investment on the extent of compliance 
with IFRS disclosure requirements in annual reports 
The univariate tests (Spearman's rho and Pearson) and the standard multiple regression 
analysis results established the existence of a significant positive association at I% level 
between level of foreign direct investment and the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies thereby affirming 
Hypothesis 1. 
The positive associations between level of foreign direct investment and the extent of 
compliance with IFRS disclosure requirements in annual reports of listed companies in 
the seven ETCs in the Middle East region is considered as a new evidence . As 
mentioned in chapter 4, this variable has not been incorporated in prior disclosure 
research although levels of foreign direct investment have become the most popular 
external financing strategy in the ETCs in general and in the seven ETCs in specific 
(Fujita, 2001). Consequently, it is quite possible that as a result of the pressure of direct 
foreign investors, the seven ETCs experienced an improvement in the quality of their 
published annual reports and compliance with IFRS disclosure requirements. 
8.3.1.2 Impact of degree of economic development on the extent of compliance with 
IFRS disclosure requirements in annual reports 
The Spearman's rho test and Pearson test were used to evaluate the significance of the 
positive association between degree of economic development measured by GDP per 
capita and the extent of compliance with IFRS disclosure requirements in annual reports 
in the seven ETCs at the 1% level of significance, thus affirming Hypothesis 2. 
The regression analysis has also shown a significant positive association between 
degree of economic development and the extent of compliance with IFRS disclosure 
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requirements in annual reports of listed companies in the seven ETCs. The country 
economic development factor has also impacted other environmental factors, therefore, 
it has been removed from the multiple regression model. 
The significant positive association between degree of economic development and the 
extent of compliance with IFRS disclosure requirements in annual reports is consistent 
with findings in other disclosure studies (Nair and Frank, 1980; Salter, 1980; Cooke and 
Wallace, 1990; Doupnik and Salter, 1995). 
8.3.1.3 Impact of capital market on the extent of compliance with IFRS disclosure 
requirements in annual reports 
The existence of a significant positive association between capital market size and the 
extent of compliance with IFRS disclosure requirements in annual reports in the seven 
ETCs was tested at the 1% level of significance, using a standard multiple regression 
analysis and univariate analysis: Spearman's rho test and Pearson product-moment test. 
The results of standard multiple regression analysis and both univariate tests revealed 
that the coefficient of correlation were significant at the level 1% 
The existence of a significant negative association between activity on capital market 
and the extent of compliance with IFRS disclosure requirements in annual reports in the 
seven ETCs was tested at the 1% and 5% level of significance, using Spearman's rho 
test and Pearson product-moment test. The results of both tests revealed that the 
coefficient of correlation were negatively significant (-0.514***, -0.206** respectively). 
Hypothesis 3 was therefore supported in the seven ETCs for the capital market size 
factor but not for the capital market development (Activity on capital market) factor. 
Prior empirical studies (Saudagaran, 1988; Meek and Gray, 1989; Adhikari and 
Tondkar, 1992; Saudagaran and Biddle, 1992,1995; Larson and Kenny, 1995) reported 
that there is a significant positive association between size of capital market and 
disclosure requirements and this is consistent with the empirical findings. In contrast, 
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Street and Gray (2002) found that compliance with IASC-required disclosures is 
significantly negatively associated with the size of the domestic capital market. 
However, the relationship between accounting information and disclosure and the 
development of domestic capital markets is a crucial policy issue for economies in 
transitions that aim to attract cross-border flows (Walter, 1993). 
8.3.1.4 Impact of political system on the extent of compliance with IFRS disclosure 
requirements in annual reports 
The Spearman's rho test, Pearson test and multiple regression analysis were used to 
evaluate the significance of the positive association between degree of economic 
freedom as a proxy for political system influence and the extent of compliance with 
IFRS disclosure requirements in annual reports in the seven ETCs. The results of both 
Spearman's rho test and Pearson tests at the 1% level of significance, revealed that a 
country's political system is positively associated with the extent of compliance with 
IFRS disclosure requirements in annual reports of listed companies in the seven ETCs, 
thus affirming Hypothesis 4. 
The standard multiple regression also showed that degree of economic freedom factor 
had a strong association with the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies in the seven ETCs but also 
influences other country variable (country governance regime). Therefore, it has been 
excluded from the standard multiple regression model. 
The significant positive association between degree of economic freedom and the extent 
of compliance with IFRS disclosure requirements in annual reports is consistent with 
findings in other disclosure studies (Goodrich, 1986; Pourjalali, 1995; and Williams, 
1999). Thus, increased degree of economic freedom in the seven ETCs played a major 
role in attracting foreign investment and positively influenced the extent of compliance 
with IFRS disclosure requirements and the quality of financial reporting. 
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8.3.1.5 Impact of country governance regime on the extent of compliance with 
IFRS disclosure requirements in annual reports 
The impact of country governance regime on disclosure and financial reporting was less 
empirically studied by accounting researchers despite the undeniable importance of the 
relationship between country governance regime and financial reporting regime (La 
Porta et al., 1998; Forker and Green, 2000; Garrod, 2000; Sloan, 2001; Bushman and 
Smith, 2001; and Klapper and Love, 2002). It appears that the majority of prior 
empirical studies focused on a number internal and external governance mechanisms 
based on the neo-liberal-shareholder model in the UK and the USA (Sloan, 2001; and 
Weir et al., 2002). In the case of the seven ETCs, the mechanisms of governance based 
on governmental models differ widely from the above countries; therefore, it was 
important to investigate the impact of country governance regime on the extent of 
compliance with IFRS disclosure requirements in annual reports of listed companies in 
the seven ETCs. 
The Spearman's rho test, Pearson test and a standard multiple regression analysis were 
used to evaluate the significance of the positive association between country governance 
regime variable and the extent of compliance with IFRS disclosure requirements in 
annual reports in the seven ETCs at the 1% and 5% level of significance. The results 
revealed a significant positive association between country governance and the extent of 
compliance with IFRS disclosure requirements in annual reports thereby supporting 
Hypothesis 5. 
This finding is consistent with Tower et al. (1999), who found a highly significant 
association between compliance with IFRSs and country of reporting. This finding 
could be supported by the Bushman et al. 2003 study which provided evidence of the 
interplay of firm level transparency and various national disclosure and governance 
features (Bushman et Al., 2003) and important implications for the governance role of 
financial accounting information in different countries . 
(Bushman and Smith, 2001; 
Sloan, 2001; and Klapper and Love, 2002). This finding is also consistent with the 
hypothesis that factors in the country-specific characteristics are significant variables, 
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even after controlling of the effects of company-specific characteristics in economies in 
transition (Craig and Diga, 1998). This finding supports the findings of previous studies 
by Andrews et al. (1989), and Tan and Tower (1998), which found that the country in 
which a company reports influences the financial reporting rules. Hope (2003) found 
that country of legal origin is strongly positively associated with annual report 
disclosure levels. 
An effective country governance system and an obligation of transparent financial 
reporting system are therefore conditions necessary to economic reform and 
development in the seven ETCs and other economies in transition. 
8.3.2 Impact of Firm-Specific Characteristics on the Extent of 
Compliance with IFRS Disclosure Requirements in Annual Reports 
8.3.2.1 Impact of ownership concentration on the extent of compliance with IFRS 
disclosure requirements in annual reports 
The empirical finding results of this study of both the univariate and multivariate 
analyses showed that companies with higher levels of ownership concentrations comply 
less with IFRS disclosure requirements in annual reports of listed companies in the 
seven ETCs, therefore supporting Hypothesis 6. 
This result was consistent with results of previous research (Hossain at at., 1994; 
Owusu-Ansah, 1998). Hossain el al. (1994) found that firms with higher dispersion 
levels of ownership disclose more than firms with higher levels of concentration. Hence, 
listed companies with higher levels of concentrated ownership (e. g. family and 
governmental ownership) may disclose less information than companies with 
widespread type of ownership. However, Craswell and Taylor (1992) and Naser and Al- 
Khatib (2002) found no significant association between level of disclosure and 
ownership structure. Agency theory and corporate governance may explain the impact 
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of ownership structure on disclosure and the extent of compliance with IFRS disclosure 
requirements. The potential for conflict of interest between the principal and the agent is 
greater in listed companies with a widely spread share ownership (Fama and Jensen, 
1983) and the higher levels of disclosure and compliance with IFRSs. 
8.3.2.2 Impact of company size on the extent of compliance with IFRS disclosure 
requirements in annual reports 
It has been found that there is a significant positive association between the extent of 
compliance with IFRS disclosure requirements in annual reports in the seven ETCs and 
company size. The statistical results of both the univariate and multivariate analyses at 
1% level established the significance of the positive association between company size 
and the extent of compliance with IFRS disclosure requirements in annual reports in the 
seven ETCs at the 1% level of significance, thus affirming Hypothesis 7. 
The positive association between company size and the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in the seven ETCs is 
consistent with findings of recent studies in mandatory and voluntary disclosure in 
other emerging markets (Owusu-Ansah and Yeoh, 2005; Akhtaruddin, 2005; and 
Haniffa and Cooke, 2005) and previous studies in disclosure and compliance (Cerf, 
1961; Singhvi and Desai, 1971; Buzby, 1975; Firth, 1979; McNally et al. 1982; Cowen 
et al., 1987; Chow and Wong-Boren, 1987; Wallace et al., 1994; Hossain et al., 1994, 
1995; Meek et al., 1995; Raffournier 1995; Wallace and Naser, 1995; Cooke, 1989a, 
1989b, 1991,1996; Neu et al., 1998; Street and Gray, 2002; Naser et al., 2002; and 
Haniffa and Cooke, 2002). The finding is however, inconsistent with some other studies 
(Tower et al., 1999). 
A positive association between company size and the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in the seven ETCs 
suggests that large companies in the seven ETCs tend to have higher compliance with 
IFRS disclosure requirements than small companies. This may be because can result the 
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management of large companies is likely to realise the possible benefits of high 
compliance with IFRS disclosure requirements, such as easier marketability of 
securities and greater ease in financing, since their competitive advantage will not be 
affected by high compliance with IFRS disclosure requirements. Large companies are 
also likely to have a Big-4 auditor. 
8.3.2.3 Impact of profitability on the extent of compliance with IFRS disclosure 
requirements in annual reports 
The statistical results of both univariate and multivariate analyses showed that there is 
no association between the extent of compliance with IFRS disclosure requirements in 
annual reports of listed companies in the seven ETCs and company profitability, 
therefore rejecting Hypothesis 8 and accepting the null hypothesis. 
This empirical finding of there being no significant association between company 
profitability and the extent of compliance with IFRS disclosure requirements in annual 
reports is consistent with a recent empirical finding of a mandatory disclosure study in 
an emerging country (Akhtaruddin, 2005) and other empirical findings in previous 
studies in disclosure and compliance (Malone et al., 1993; Wallace et al., 1994; Meek et 
al., 1995, Raffournier, 1995; Inchausti, 1997; Tower et al., 1999; Ho and Wong, 2001; 
Chau and Gray, 2002; Eng and Mak, 2003). 
The finding is however, inconsistent with other studies (Singhvi, 1968; Ng and Koh, 
1994; Wallace and Naser, 1995; Patton and Zelenka, 1997; Owusu-Ansah, 1998; Chen 
and Jaggi, 2000, Camfferman and Cooke, 2002; Haniffa and Cooke, 2002,2005). 
Profitability of company is defined by the return on average equity ratio. Such a ratio is 
generally considered as a measure of good management. When ROAVE is high in a 
company, the management may disclose more information in order to support the 
continuance of its positions and compensations. On the other hand, when the ROAVE is 
low, the management may disclose less information in order to cover up the reasons for 
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losses or declining profits. In the case of the seven ETCs, it is observed that the 
management tends to consist of family members or is closer to government ministers; 
therefore, less or more compliance with IFRS disclosure requirement may not affect its 
positions and compensations. 
8.3.2.4 Impact of type of industry on the extent of compliance with IFRS disclosure 
requirements in annual reports 
In this study companies are classified into financial, non-financial service and industrial. 
This classification was chosen to investigate whether listed companies in the financial 
sector comply significantly more with IFRS disclosure requirements in annual reports 
than other sectors (non-financial and industrial). 
The statistical results of this study showed that companies in the financial sector do 
have higher levels of compliance with IFRS disclosure requirements in annual reports 
than other companies in other sectors. The reason suggested for this finding is that firms 
in a regulated industry (Ng and Koh, 1994) with higher political costs, such as banks, 
were likely to disclose more information than other companies (Craig and Diga, 1998). 
The results of univariate analyses also showed that there is a positive association 
between the extent of compliance with IFRS disclosure requirements in annual reports 
of listed companies in the seven ETCs and financial sector of type of industry, while 
there is a negative association between the extent of compliance with IFRS disclosure in 
annual reports and non-financial service and industrial sector type of industry, thereby 
supporting Hypothesis 9. This finding is consistent with prior studies in disclosure 
(Cooke, 1989,1991; Ng and Koh, 1994; Meek et al., 1995; Haniffa and Cooke, 2002; 
and Abd-Elsalam and Weetman, 2003). 
However, the results of the standard multiple regression analysis revealed that there is 
no significant association between type of industry and the extent of compliance with 
IFRS disclosure requirements in annual reports of listed companies in the seven ETCs. 
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This empirical finding is consistent with other studies in disclosure (McNally et al., 
1982; Wallace et al., 1994; Raffournier, 1995; Inchausti, 1997; Patton and Zelenka; 
Naser, et al., 2002; Eng and Mak, 2003; and Haniffa and Cooke, 2005). 
8.3.2.5 Impact of type of external auditor on the extent of compliance with IFRS 
disclosure requirements in annual reports 
A company's external auditor has been found to be a significant variable in explaining 
the extent of compliance with IFRS disclosure requirements in annual reports in the 
seven- ETCs. The statistical results of the univariate analyses showed a positive 
association between company type of external auditor and the extent of compliance with 
IFRS disclosure requirements in annual reports in the seven ETCs at the 1% level of 
significance, thus supporting Hypothesis 10. This finding is supported by previous 
studies in disclosure and compliance (Singhvi and Desai, 1971; Firth, 1979; DeAngelo, 
1981; Chow, 1982; Watts and Zimmerman, 1986; Malone et al., 1993; Wallace et al., 
1994; Wallace and Naser, 1995; Naser et al., 2002; and Abd-Elsalam and Weetman, 
2003). 
The results of the reduced standard multiple regression analysis revealed that there is no 
significant association between the extent of compliance with IFRS disclosure 
requirements in annual reports and type of the external auditor. 
An accounting firm has a certain degree of influence on the extent of compliance with 
IFRS disclosure requirements in annual reports but the degree of influence may differ 
from one accounting firm to another. A company which was audited by a Big-4 firm 
arguably complies with IFRS disclosure requirement more closely than one that was 
audited by a small local accounting firm. 
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8.3.3 Summary of Empirical Finding 
Table 8.3.1 summarises the empirical findings and conclusion of determinates of the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies in this study, based on univariate and multiple regression analysis. 
As mentioned in chapter 7, univariate analysis has been used in some disclosure studies 
(e. g. Busby, 1975; Belkaoui and Kahl, 1978; Cooke, 1993; Nicholls and Ahmed, 1995; 
and Hope 2003), in order to distinguish between variables that are significant and not 
significant, but the limitation of this analysis is that it is not able to determine the 
collective impact of explanatory variables when they are examined together. Thus, 
researchers suggested the use of multivariate analysis because multiple regression 
analysis can identify variables which, when combined in one regression equation, are 
the statistically best predictors of the dependent variable. However, this does not mean 
that the univariate analysis is not valid to show the significance of an association 
between two variables, but the univariate results may be affected by correlations among 
variables (Hope, 2003). 
Hence, from the results presented and discussed, it can be deduced that extent of 
compliance with IFRS disclosure requirements in the annual reports of listed companies 
the seven ETCs in the Middle East region for the financial year ending 2002 is 
associated with several country-specific and company- specific characteristics, but there 
was not any association with one of the company- specific variables; namely, 
profitability. 
In terms of the explanatory power of the model, the standard multiple regression on the 
extent of compliance with IFRS disclosure requirements in annual reports showed that 
the six independent variables included in the reduced regression equation in Table 
7.4.1u, were able to explain 74.5% of the variation in the extent of compliance with 
IFRS disclosure requirements in annual reports of listed companies in the seven ETCs 
in the Middle East region. It should be pointed out that the statistical significance of the 
results does not establish a cause and effect relationship. However, an attempt has been 
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made to provide a rationale for the relationships among different variables included in 
this study. 
Table 8.3.1: Summary of Empirical Findings of Determinants of Extent of Compliance with IFRS 
Disclosure Requirements in Annual Reports of Listed Companies 
Hypotheses Univariate Multiple Regression Accept 
Analysis Analysis (Table 7.4.1" li 
Country- specific characteristics 
HAI: level of foreign direct investment: 
- (FDI/GFCF) + sig. + sig. 0*0 x 
- (FDI/GDP) + Sig. x 
HAZ: Degree of economic development + Sig. - x 
HA3: Capital market size + Sig. *** + Sig. x 
HA4: Political system influence + Sig. - x 
HAS: Country governance regime + Sig. + Sig. x 
Firm-specific characteristics 
HA6: Concentration ownership -Sig. - Sig. x 
HA,: Company size (log total assets) + Sig. + si . x 
HAS: Profitability not Sig. not Sig. 
HA9: Type of industry + /-Sig. not Sig. x 
HAI0: Type of auditor + Sig. not Sig. x 
Key: + positive relationship 
- negative relationship 
significant at 5% Sig. 
.. Sig. significant at 1% 
- variable were omitted from multiple regression model because of multicollinearity 
x accept alternative hypothesis 
4 accept null hypothesis 
8.4 The Linkage between Postulated Theories and the Empirical 
Methodology and Results 
Table 8.4.1 summarises the study hypotheses, the expected and reported relationship 
between explanatory factors and the extent of compliance with IFRS disclosure 
requirements in annual reports, and the relevant theoretical frameworks originating from 
developed countries studies that may explain the extent of compliance with IFRS 
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disclosure requirements in annual reports of listed companies in the seven ETCs in the 
Middles East region. 
Table 8.4.1: Hypotheses, expected and reported relationship between the explanatory factors and 
the extent of compliance with IFRS disclosure requirement in annual reports of listed companies, 
and relevant theoretical frameworks 
RELEVANT 
IIYPOTIIESIS FACTORS EXPECTED SIGN REPORTED SIGN THEORETICAL 
FRAMEWORKS 
Level of foreign direct 
HA, positive positive Capital need theory 
investment 
Degree of economic Legitimacy Theory 
H Positive Positive 
development Capital need theory 
Agency theory 
HA3 Capital market size Positive Positive Capital need theory 
Signalling theory 
Political system 
HA4 Positive Positive Legitimacy theory 
influence 
Agency theory 
HAS 
Country governance 
Positive Positive Stakeholder theory 
regime Corporate governance 
Concentration Agency theory 
HAi Negative Negative 
ownership Corporate governance 
Agency theory 
HA7 Company size Positive Positive Signalling theory 
Capital need theory 
Agency theory 
HAS Profitability Positive No 
Signalling theory 
Agency theory 
HA9 Type of industry Positive/negative Positive/negative Signalling theory 
Agency theory 
HA, o Type of auditor Positive Positive Signalling theory 
Corporate governance 
The above table shows that it is possible that each factor can be explained by more than 
one theoretical framework. Based on the study results, it appears that some of the above 
theoretical frameworks are relevant in explaining the association between the extent of 
compliance with IFRS disclosure requirements in annual reports and each of the 
explanatory factors. For example, corporate governance appears to be most relevant in 
explaining variations in the extent of compliance with IFRS disclosure requirements in 
173 
annual reports of listed companies in the seven economies. Companies operating under 
strong country governance are expected to have a high level of compliance with IFRS 
disclosure requirements in annual reports. Agency and signalling theories also are more 
relevant in explaining company size and capital market factors. Large companies were 
found to have a high extent of compliance with IFRS disclosure requirements in annual 
reports. However, agency and signalling theories did not seem to explain the expected 
sign of association between company profitability and the extent of compliance with 
IFRS disclosure requirements in annual reports. 
Capital need theory is relevant to explain that the demand for finance in the form of 
shares and loans and the existence of capital markets where raising finance, would exert 
pressure on companies to disclose more information. The results of this study suggested 
that the level of foreign direct investment was found to be positively significant with the 
extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies. 
Capital need theory can be associated with the concepts of transparency, information 
environment and market discipline. It was stated in Chapter 1 that reform of CFR in 
economies in transition countries is part of a wider economic reform process with the 
aim of promoting the development of a market economy. As the market economy 
develops, so do the information environment (e. g. information intermediation through 
the activities of financial analysts, credit rating agencies, etc. ) and market discipline 
whereby greater transparency on the part of firms facilitates their access to capital and 
other resources. This provides them with an incentive or `market carrot' encouraging 
better CFR (including better compliance with IFRS where such compliance is a 
requirement), and reduces the need for regulatory enforcement of compliance 
('regulatory stick') which may in any case be of limited effectiveness owing to 
difficulties of enforcement. 
However, the emergence of greater market discipline is a `positive feedback' process, in 
that market discipline promotes transparency and vice versa. Where the information 
environment is poor, firms have little incentive to improve their transparency, and this 
inhibits the development of market discipline. Regulatory authorities therefore have an 
incentive to `bootstrap' this process by enforcing greater transparency, as a reward for 
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which their regulatory burden may become lighter. This is the reasoning behind Pillars 
2 and 3 of the New Capital Accords issued by the Basel Committee on Banking 
Supervision (BCBS 2005). The reasoning is applied there to banks, but it may also be 
extended to non-bank firms in emerging market countries. The policy implication is 
thus that governments in economies in transition countries have an incentive to invest in 
tighter enforcement of requirements for improved transparency (such as compliance 
with IFRS) so as to `bootstrap' the development of market discipline. This applies 
especially to countries with a recent history of central economic planning, such as 
Egypt'. 
There is evidence in the findings of this study to support this conclusion. The quality of 
compliance in Cyprus which had the most `emerged' market economy (Cyprus has 
since joined the European Union) was found to be significantly greater than in Egypt 
where the central economic planning of previous years remains influential. 
To conclude, the above theoretical frameworks of disclosure might apply in economies 
in transition. The results of this study have shown that some theoretical frameworks of 
disclosure can be used to explain the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies in the seven economies. 
These theoretical frameworks of disclosure are logical and acceptable but none can be 
viewed as the best theory to explain the extent of compliance with IFRS disclosure 
requirements. This is because these theories complement each other. 
8.5 Contribution of the Study 
The present study has examined some research questions and hypotheses that have been 
raised in previous studies in disclosure and compliance with IFRS disclosure 
requirements in developed and developing countries. The empirical findings of this 
study are likely to be a significant contribution to knowledge for a number of reasons. 
1As it happens, companies in Egypt made up 36% of the sample, because of the high response rate 
obtained (48 out of 50 requested. The effect of this was controlled for by the use of an `Egypt dummy' 
variable (see chapter 7). Egypt has the largest Stock Exchange in terms of number of listed companies 
and the largest economy of the seven economies, but is also the poorest country in terms of GDP per 
capita and the size of its Stock Exchange ranks second to last (just before Lebanon). 
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First, to the best knowledge of the researcher, this is the first cross-company study in 
seven economies of its kind in the Middle East region, so it will add to the growing 
literature on corporate financial reporting and the feasibility of applying IFRSs in the 
economies in transition in general. 
Secondly, unlike other studies in disclosure and compliance, this study used both 
country-specific and company-specific characteristics factors to examine the extent of 
compliance with IFRS disclosure requirements in annual reports. 
Thirdly, the present study is one of the first studies, if not the first one of its kind, in 
disclosure and compliance that has empirically examined the impact of a country 
governance regime factor (at country level) on the extent of compliance with IFRS 
disclosure requirements in annual reports. 
Thus, in fulfilling its objectives, it is believed that the present study has achieved the 
following contributions: 
1. The study has shown that theories of disclosure and governance that have been used 
to explain the variation in extent of disclosure in developed countries could also to, a 
considerable extent, explain the variation in the extent of compliance with IFRS 
disclosure requirements in annual reports of listed companies in the seven ETCs in the 
Middle East region. The findings of this study were consistent with findings of similar 
studies in neo-liberal model countries. 
2. This study has found that country-specific characteristics variables have more power 
than company-specific characteristics variables to explain the variations in compliance 
IFRS disclosure requirements in the seven ETCs. Table 7.5.1 shows the contributions of 
regression R2adj. for both country-specific and company-specific characteristics. This 
finding is a significant contribution to knowledge in the case of the seven ETCs and 
other economies in transition. This highlights that future studies in disclosure and 
compliance in economies in transition countries have to consider both type of variables. 
3. This study has examined the impact of the level of foreign direct investment on the 
extent of compliance with IFRS disclosure requirements in annual reports in the seven 
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ETCs. To the best knowledge of the researcher, this factor was examined for the first 
time in disclosure studies in the case of the seven ETCs and economies in transition as 
well. The findings highlight that this factor was statistically significant in explaining the 
extent of compliance with IFRS disclosure requirements in annual reports in the seven 
ETCs. 
4. This study also examined the impact of a country governance regime factor on the 
extent of compliance with IFRS disclosure requirements in annual reports. This factor, 
to the best of the researcher's knowledge, was not empirically examined before in 
disclosure and compliance studies neither the case of the seven ETCs or other countries. 
The findings emphasize that this factor was statistically significant in explaining the 
extent of compliance with IFRS disclosure requirements in annual reports in the seven 
ETCs. 
8.6 Implications and Recommendations 
This study has examined two groups of factors, namely, country-specific and companies 
specific, influencing the extent of compliance with IFRS disclosure requirements of 
listed companies in seven ETCs in the Middle East region. Despite the fact of imposing 
one set of accounting standards to be followed by listed companies, namely, 
International Financial Reporting Standards, there has been a variation in compliance 
with IFRS disclosure requirements across listed companies in the seven economies. The 
statistical results of multivariate analysis in this study showed that the extent of 
compliance with IFRS disclosure requirements in annual reports of listed in the seven 
ETCs is positively associated with the level of foreign direct investment, capital market 
size, country governance regime and company size factors, and negatively associated 
with top 3 shareholders who own 5% or more factor. There is no association between 
the extent of compliance with IFRS disclosure requirements in annual reports of listed 
companies in the seven ETCs and profitability, type of external auditor and type of 
industry. 
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Therefore, the analysis of country-specific and company-specific characteristics and 
statistical and empirical findings in this study has significant implications for policy 
purposes. The following sections will consider these implications and recommendations 
are made to increase the extent of compliance with IFRS disclosure requirements and 
other related issues. 
8.6.1 Extent of compliance with IFRS disclosure requirements 
The results of this study indicate that the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies in the seven ETCs for the financial 
year ending 2002 varies (ranging from 23% to 90% with a mean of 69%). This means 
that the extent of compliance with IFRS disclosure requirements was not high 
throughout the seven ETCs, raising questions about the effectiveness of national 
enforcement mechanisms. This may suggest that there is no accountability by relevant 
authorities, such as stock market authorities, in some of the seven countries' for 
management of listed companies to enhance the extent of compliance with IFRS 
disclosure requirements. This may partly be attributed to the role of international 
organisations (such as IASB, IOSCO, IMF, and WB) in exerting less pressure on the 
relevant authorities in the seven ETCs to comply with the disclosure requirements of 
IFRSs since the IFRSs officially became the national accounting standards and listed 
companies have to follow the IFRSs in these countries. 
This may also suggest that the IFRSs are not applicable to the all of the seven ETCs. 
They are generally economies in transition but with different political systems and 
country governance regimes and this may affect disclosure practices in general and the 
extent of compliance with IFRS disclosure requirements in specific. Ball (2001) is very 
critical of the current trend of adopting IFRS without other fundamental changes to this 
underlying structure. He states that "changing one element alone, notably, the system 
for setting accounting standards or, worse, just the accounting standards themselves, is 
likely to be a futile exercise, unless it is accompanied by a wide range of 
complementary changes in infrastructure. Improving the economic efficiency of public 
financial reporting and disclosure therefore is a difficult, complex process". 
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Surely the implication is that it is hard to achieve a high level of compliance with IFRS 
disclosure requirements in economies with weak country governance and low economic 
freedom (market discipline problem). 
8.6.2 Country-specific characteristics factors and the extent of compliance with 
IFRS disclosure requirements 
The investigation of the association between country-specific characteristic factors and 
the extent of compliance with IFRS disclosure requirements verifies our understanding 
of those factors affecting the extent of compliance with IFRS disclosure requirements. 
In this study, the extent of compliance with IFRS disclosure requirements in annual 
reports of listed companies has been found to be significantly related to the level of 
foreign direct investment, capital market size and country governance regime. The 
findings highlight an important link between country governance and the extent of 
compliance with IFRS disclosure requirements. This result supports earlier theoretical 
studies (Bushman and Smith, 2001,2003), and it has broader potential implications for 
decision-makers in international organisations and relevant authorities in the seven 
ETCs to understand accounting and disclosure policies. 
8.6.3 Firm-specific characteristics factors and extent of compliance with IFRS 
disclosure requirements 
The investigation of the association between company-specific characteristics factors 
and extent of compliance with IFRS disclosure requirements expands our understanding 
of those factors affecting the extent of compliance with IFRS disclosure requirements in 
annual reports. In this study, the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies has been found significantly 
negatively associated with top 3 shareholders who own 5% and more, but significantly 
positively associated with company size. The findings relating to the above two 
company-specific characteristics factors could be of interests to different groups of 
researchers in this area and the relevant authorities in the seven ETCs. The statistical 
findings provide support to some former research findings and this should be of 
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interests to those researchers in corporate disclosure and compliance with IFRS studies. 
As for the negative association between top 3 shareholders who own 5% or more and 
the extent of compliance with IFRS disclosure requirements, this implies that the 
relevant authorities in these countries protect the interests of minority shareholders who 
may not able to access information as could the top 3 shareholders. And for the positive 
association between company size and the extent of compliance with IFRS disclosure 
requirements, this implies that the relevant authorities in these countries are aware that 
large companies could bear the cost of disclosing more information and high 
compliance with IFRS disclosure requirements than small companies. 
The findings relating to type of external auditor could be of interest to different groups. 
It raises questions about validity of the external audit opinions on the financial 
statements of the listed companies which were examined in this study which confirmed 
compliance with IFRSs. Cairns (2001b) also finds that some auditors are claiming the 
company to be in compliance with IFRSs when there are obvious deviations from full 
compliance. 
8.6.4 Policy implications 
The main policy implications of this study for improving the extent of compliance with 
IFRS disclosure requirements in annual reports in the seven economies can be 
summarised as follows: 
1. The enforcement of IFRSs is not an end in itself in these seven countries, but is a 
means to promote economic reform in a context of `emerging markets'. As can be seen 
from the importance of the `country governance' and `economic freedom' factors, 
countries with a history of socialist centrally-planned and relatively closed economies 
may have a heritage of government interference in the economy which inhibits the 
development of market incentives for companies to achieve a better level of compliance 
with IFRS, when compared with other countries where the economy is more liberal and 
open. Such compliance is not just the result of the regulatory `stick' but also of the 
market `carrot', and the latter is likely to be less influential in certain countries (e. g. 
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Egypt) than in others (e. g. Bahrain). It should also be recognized that IFRS are designed 
to be applied in a liberal market economy. 
However, even if IFRS compliance in the countries where the influence of central 
economic planning remains significant is of lower quality than in the more liberal 
countries, arguably it is preferable to require compliance with IFRS in such countries 
rather than relying on national accounting standards of dubious quality (Wallace, 1990; 
Bailey, 1995). 
2. In the light of study findings on the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies in the seven economies, the IFRSs 
are effectively adopted. Nevertheless, a problem of poor compliance with IFRS 
disclosure requirements was found across listed companies in the seven economies. In 
this regard, it is imperative that compliance with IFRS disclosure requirements is 
effectively enforced as required by IAS 1 (revised) by the seven economies' authorities 
which have such a responsibility to increase the extent of compliance with IFRS 
disclosure requirements and to enhance corporate transparency. A committee should be 
set up in each Stock Exchange to look into the issues of compliance with IFRS 
disclosure requirements to come up with guidelines for improving the extent of 
compliance with IFRSs as required by IAS1 (revised 1997). 
3.. It is also recommended that the IASB (as an international standard-setting body) 
should be involved and more responsible in the issues of compliance with IFRS 
disclosure requirements by listed companies. The IASB should amend IAS 1 (revised) 
by requesting a `compliance with IFRS report' from the Board of Directors (BoD) of 
each enterprise whose financial statements comply with IFRSs. The seven economies' 
authorities (as national regulators) should require a company's BoD to prepare the 
`compliance with IFRS report' and the company's external auditor should approve it. 
This is because the IASB has no authority of its own and therefore must rely on that of 
the national regulators in the seven economies. 
4. The national regulators in the seven economies should introduce financial and non. 
financial sanctions against managements and external auditors of listed companies who 
do not comply with such rules that are related to the issues of compliance with IFRSs. 
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Also, there is a need to assess the qualifications and training of preparers of financial 
reports and external auditors. More workshops and seminars on IFRSs should be 
conducted to raise the knowledge of the issues of compliance with IFRSs and the 
factors that influence them in order to improve the extent of compliance with IFRS 
disclosure requirements in annual reports. 
5. The seven economies' regulatory authorities and the IASB should realise that there is 
a positive association between the extent of compliance with IFRS disclosure 
requirements in annual reports and the country governance system and degree of 
political and economic freedom. Therefore, a committee should set up to introduce real 
changes with regards to improving country governance systems and the degree of 
political and economic freedom in terms of accountability, political stability, property 
rights, government intervention in the economy, monetary policy, regulatory quality, 
rule of law, black market and control of corruption and so on, in order to increase the 
extent of compliance with IFRS disclosure requirements and corporate transparency. 
6. There exists a positive association between the extent of compliance with IFRS 
disclosures requirements in annual reports and the level of foreign direct investment. It 
is recommended that the FDI providers should put increased pressure on the seven 
economies' regulatory authorities to ensure that the published financial reports of listed 
companies met the IFRS disclosure requirements to make them satisfactory and 
acceptable to foreign investors and also to protect domestic investors. 
8.7 Limitations of the Study 
It is impossible for one study to cover everything relating to the all issues of corporate 
financial reporting reform in economies in transition. Thus, this study is not perfect and 
it is subject to several limitations. 
First, as discussed in literature, there is no well accepted type of corporate financial 
reporting suiting the economies in transition. Hence, this study focused on only one type 
of corporate financial reporting reform replacing the previous corporate financial 
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reporting system with International Financial Reporting Standards. Furthermore, the 
study also focused on only the extent of compliance with IFRS disclosure requirements 
in annual reports because the annual report is only one medium for information about 
the extent of compliance with IFRS disclosure requirements. This limitation reflects the 
fact that disclosure issues are more obviously relevant to transparency and hence to 
corporate governance; in addition, measurement data are hard to access in the case of 
the seven ETCs. 
Second, this study focused on only companies listed on the capital markets in seven 
ETCs in the Middle East region, namely, Bahrain, Cyprus, United Arab Emirates, 
Kuwait, Jordan, Lebanon, and Egypt. The reason for not covering unlisted companies is 
because compliance with IFRS disclosure requirements is not required for unlisted 
companies in the seven ETCs. Therefore, the results shown in the study are only related 
to listed companies in the case of the seven ETCs. 
Third, this study was essentially a cross-company study in seven countries in one region 
that looks at the extent of compliance with IFRS disclosure requirements in annual 
reports at one point in time (2002). 
Fourth, for the dependent variable, the compliance with IFRS disclosure requirements 
11 
checklist for this study was developed on the basis of the International Accounting 
Standards Presentation and Disclosure Checklist 2002. In addition, it concentrates only 
on IFRS disclosure requirements. 
Fifth, in this study, type of auditor was limited to the external auditor. This means that 
the current study did not investigate the association between the extent of compliance 
with IFRS disclosure requirements and the type of internal auditor and audit committee. 
Finally, for analysis, this study used an unweighted dichotomous approach for scoring 
and computing the extent compliance with IFRS disclosure requirement index. It also 
used a multiple regression analysis. There is a limitation of omitting highly correlated 
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explanatory variables as one of the assumptions of using a multiple standard regression 
analysis. Also, the variables namely religion, government, national law effects, family 
and stock exchange regulations, have been excluded as they are interrelated to other 
independent variables in the case of the seven countries. 
8.8 Suggestions for Further Research 
The findings of this study raised many research possibilities related to corporate 
financial reporting reform in the economies in transition. In this section some 
suggestions for further research will be addressed. 
First of all, this study used a cross-company survey study in seven countries. Thus, 
using a case study method for each country could be used for further research to 
investigate in depth the extent of compliance with IFRSs and the factors that may affect 
it in a given country. 
Second, this study looked at only the extent of compliance with IFRS disclosure 
requirements. Further research may include the extent of compliance with IFRS 
measurement requirements. 
Third, since this study is a cross-sectional study, a longitudinal approach covering 
several years of the same companies may indicate the trend of compliance with IFRS 
disclosure requirements. 
Finally, this study considered only the extent of compliance with IFRS disclosure 
requirements in annual reports of listed companies in seven ETCs in the Middle East 
region. A similar exercise could be carried out for other listed companies in other 
regions. 
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APPENDICES 
Appendix 3.1 
List of IASs 
IAS 1 Presentation of Financial Statements 
IAS 2 Inventories 
IAS 7 Cash Flow Statements 
IAS 8 Net Profit or Loss for the Period, Fundamental Errors and Changes in 
accounting polices 
IAS"10 Events After the Balance Sheet Date 
IAS 11 Construction Contracts 
IAS 12 Income Taxes 
IAS 14 Segment Reporting 
IAS 15 Information Reflecting the Effects of Changing Prices 
JAS 16 Property, Plant and Equipment 
IAS 17 Leases 
IAS 18 Revenue 
IAS 19 Employee Benefits 
JAS 20 Accounting for Government Grants and Disclosure of Government Assistance 
JAS 21 The Effects of Changes in Foreign Exchange Rates 
IAS 22 Business Combinations 
IAS 23 Borrowing Costs 
IAS 24 Related Party Disclosures 
IAS 26 Accounting and Reporting by Retirement Benefit Plans 
IAS 27 Consolidated Financial Statements and Accounting for Investments in 
Subsidiaries 
IAS 28 Accounting for Investments in Associates 
IAS 29 Financial Reporting in Hyperinflationary Economies 
IAS 30 Disclosure in the Financial Statements of Banks and Similar Financial 
Institutions 
IAS 31 Financial Reporting of Interests in Joint Ventures 
IAS 32 Financial Instruments: Disclosure and Presentation 
IAS 33 Earnings Per Share 
IAS 34 Interim Financial Reporting 
IAS 35 Discontinuing Operations 
IAS 36 Impairment of Assets 
IAS 37 Provisions, Contingent Liabilities and Contingent Assets 
IAS 38 Intangible Assets 
IAS 39 Financial Instruments: Recognition and Measurement 
IAS 40 Investment Property 
41 Agriculture 
Appendix 4.1 
FDI inward stock, by host county (the seven ETCs) 
(Millions of US dollars) 
Host country 1980 1985 1990 1995 2000 2001 
Bahrain 61 399 552 2403 5772 5864 
Cyprus 460 789 1146 1579 2062 2226 
UAE 409 482 751 1770 1836 1681 
Kuwait 30 33 26 12 527 487 
Jordan 155 493 615 627 1510 1679 
Lebanon 20 34 53 107 1084 1334 
Egypt 2260 5703 11043 14102 20845 21355 
Source: UNCTAD, FDVI'NC database 
Appendix 5.1 
Score of economic freedom indicators of the seven ETCs from 2000- 2002 
Count Year OS T FB GI MP FI B/F W/P PR R BM 
2002 2.00 3.0 2.0 3.0 1.0 2.0 1.0 3.0 1.0 2.0 2.0 
Bahrain 2001 1.90 3.0 2.0 3.0 1.0 2.0 1.0 2.0 1.0 2.0 2.0 
2000 1.80 2.0 2.0 3.0 1.0 2.0 2.0 2.0 1.0 2.0 1.0 
Cyprus 2002 2.15 1.0 3.5 3.0 2.0 3.0 2.0 2.0 1.0 2.0 2.0 
2001 2.15 1.0 3.5 3.0 1.0 3.0 2.0 2.0 1.0 2.0 3.0 
2000 2.55 3.0 3.5 3.0 1.0 3.0 2.0 3.0 2.0 2.0 3.0 
VA F, 2002 2.15 2.0 1.5 3.0 1.0 3.0 3.0 3.0 2.0 2.2 1.0 
2001 2.05 2.0 1.5 3.0 1.0 3.0 3.0 3.0 1.0 2.0 1.0 
2000 2.15 2.0 1.5 3.0 1.0 4.0 3.0 3.0 1.0 2.0 1.0 
Kuwait 2002 2.75 3.0 2.5 4.0 1.0 4.0 3.0 3.0 2.0 3.0 2.0 
2001 2.55 2.0 2.5 4.0 1.0 4.0 3.0 3.0 1.0 3.0 2.0 
2000 2.50 2.0 3.0 4.0 1.0 4.0 3.0 3.0 1.0 2.0 2.0 
Jordan 2002 2.70 4.0 4.0 3.0 1.0 2.0 2.0 2.0 3.0 3.0 3.0 
2001 2.90 4.0 4.0 4.0 2.0 2.0 2.0 2.0 2.0 3.0 4.0 
2000 2.90 4.0 4.0 3.0 2.0 2.0 2.0 3.0 2.0 3.0 4.0 
Lebanon 2002 3.15 4.0 3.5 3.0 1.0 3.0 2.0 2.0 4.0 4.0 5.0 
2001 2.85 3.0 3.5 3.0 1.0 3.0 2.0 2.0 3.0 3.0 5.0 
2000 3.20 5.0 3.5 2.5 3.0 3.0 2.0 2.0 3.0 3.0 5.0 
Egypt 2002 3.55 5.0 5.0 3.0 2.0 3.0 4.0 3.0 3.0 4.0 3.5 
2001 3.60 5.0 5.0 3.0 2.0 3.0 4.0 3.0 3.0 4.0 4.0 
2000 3.50 5.0 5.0 2.0 3.5 3.0 4.0 3.0 3.0 4.0 3.0 
Source: O'Driscoll, Gerald P., Jr., Edwin J. Feulner, and Mary Anastasia O'Grady with Ana I. Eiras and 
Brett D. Schaefer, 2003, "2003 Index of Economic Freedom", The Heritage Foundation and Dow Jones and 
Company, Inc. 
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Where: 
OS: Overall score 
T: Trade. Trade policy is the degree to which governments hinders the free flow of foreign commerce can 
have a direct bearing on the individual's ability to peruse his economic gals. The trade policy score is given 
based on a country's weighted average tariff rate-weighted by imports from the country's trading partners. 
The higher the rate is the worse (or higher) the score. 
FB: Fiscal Burden of Government. To measure the fiscal burden a government imposes on its citizens, the 
authors examined both the rates and the level of government expenditures as a percentage of GDP. 
GI: Government Intervention in the economy. This factor measures government's direct use of scarce 
resources for its own purposes and government's control over resources through ownership. By taking 
government consumption as a percentage of GDP, one can begin to determine the level of government 
intervention in the economy. The higher rate of government consumption as a percentage of GDP is the 
higher the Index score and, hence, the lower the level of economic freedom. 
MP: Monetary Policy. The value of a country's currency is shaped largely by its monetary policy. When a 
government's monetary policy facilitates market pricing, individuals enjoy greater economic freedom. 
FI: Foreign Investment. Restrictions on foreign investment limit the inflow of capital and thus hamper 
economic freedom. By contrast, little or no restriction of foreign investment enhances economic freedom; 
foreign investment provides funds for economic expansion. For this category, the more restrictions a 
country imposes on foreign investment, the lower level of economic freedom and the higher the score. 
B/F : Banking/ Finance. The banking and finance factor measures the relative openness of a country's 
banking and financial system, and the authors score this factor by determining the openness of a country's 
banking and financial system: specifically, whether foreign banks and financial services firms are able to 
operate freely, how difficult it is to open domestic banks and other financial services firms, how heavily 
regulated the financial system is, the presence of state-owned banks, whether the government influences 
allocation of credit, and whether banks are free to provide customers with insurance and 
invest in securities 
(and vice-versa). 
W/p. Wages and Prices. The authors score this factor by the extent to which a government allows the 
market to set wages and prices. Specifically, this factor looks to which products have prices set by the 
government and whether the government has a minimum wage policy or otherwise influences wages. The 
factor's scale measures the relative degree of government control over wages and prices. A "very low" score 
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of 1 represents wages and prices that are set almost completely by the market, whereas a "very high" score 
of 5 means that wages and prices are set almost completely by the government. 
PR: Property Rights. This factor scores the degree to which private property rights are protected and the 
degree to which the government enforces laws that protect private property. The less legal protection of 
property, the higher the score; similarly, the greater the chance of government expropriation of property, the 
higher the score. 
R: Regulation. This factor measures how easy or difficult it is to open and operate a business. The more 
regulations imposed on business, the harder to establish one. The factor also examines the degree of 
corruption in government and whether regulations are applied uniformly to all businesses. 
BM: Black Market. This factor relies on Transparency International's Corruption Perception Index (CPl), 
which measures the level of corruption in 91 countries, to determine the black market score. As the level of 
corruption increase, the level of black market activity rises as well. 
Score scale: the scales run from 1-5: A score of 1 signifies an institutional or consistent polices that are 
most conductive to economic freedom, while a score of 5 signifies a set of polices that least conducive. 
The Index of Economic Freedom treats the 10 factors as equally important in evaluating the level of 
economic freedom in any country. Thus, to determine a country's overall score, the factors are weighted 
equally. For more details refer to (O'Driscoll, Gerald P., Jr., Edwin J. Feulner, and Mary Anastasia O'Grady 
with Ana I. Eiras and Brett D. Schaefer, 2003, "2003 Index of Economic Freedom", The Heritage 
Foundation and Dow Jones and Company, Inc. ). 
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Appendix 5.2 
Letter Requesting for Annual Report 
Dear Sir/ Madam, 
Request for annual reports 
I am a post-graduate researcher at the University of Surrey who is conducting a cross- 
sectional study which investigates "The Extent of Compliance with International 
Financial Reporting Standards in Seven Economies in Transition Countries in the Middle 
East Region" 
This survey covers listed companies that published their annual reports for the year ended 
31 December 2002 in the following countries: Bahrain, Cyprus, United Arab Emirates 
(UAE), Kuwait, Jordan, Lebanon, and Egypt. 
We kindly request the annual report of your company for the year ending in 2002. This 
includes the management report, financial statements, and the auditor's report (English 
version or Arabic version). 
The information you provide will only be used for academic purposes and will be kept 
strictly confidential. 
Thank you very much for your time and co-operation. I greatly appreciate your help in 
furthering this research endeavour. 
Yours faithfully, 
Ibrahim AL-ULIS 
Doctoral Researcher 
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Appendix 5.3 
Score of Governance Indicators of the seven ETCs for the years 2000 and 2002 
GI Year Percentile Rank* 0-100 
Bahrain Cyprus Kuwait UAE Jordan Lebanon Egypt 
V&A 2002 24.7 77.3 41.4 35.9 38.4 31.8 22.2 
2000 15.2 88.5 44.0 30.4 45.0 36.6 24.1 
Ps 2002 54.1 57.8 46.5 80.5 31.4 27.6 34.1 
2000 49.7 66.1 73.3 87.3 54.5 29.7 49.1 
GE 2002 75.3 83.0 62.4 78.9 66.0 43.3 46.9 
2000 76.6 85.9 64.7 75.5 71.2 47.8 67.9 
RQ 2002 77.8 85.1 64.4 78.4 58.2 37.1 38.1 
2000 85.9 87.6 41.6 71.4 76.8 60.0 50.3 
RoL 2002 79.4 76.8 75.3 80.4 62.9 51.0 57.7 
2000 77.3 82.2 85.4 88.6 71.9 58.9 62.7 
COC 2002 82.0 79.9 83.0 84.0 59.3 45.9 47.9 
2000 70.7 84.8 82.1 76.1 62.0 36.4 54.3 
Source: Kaufmann et al., 2003, "Governance Matters III: Governance Indicators for 1996-2002), The 
World Bank 
Where: 
GI: Governance Indicator 
V&A: Voice and Accountability 
PS: Political Stability 
GE: Government Effectiveness 
RQ: Regulatory Quality 
RoL: Rule of Law 
CoC: Control of Corruption 
* Percentile rank indicates the percentage of countries worldwide that rate below the 
selected country (subject to margin of error). For instance a 75% has the following 
interpretation: an estimated 75% of the countries rate worse and an estimated 25% of the 
countries rate better than the country of choice. However, at the 90% confidence level, 
only 60% of the countries rate worse, while 15% of the countries rate better. Higher 
values imply better governance ratings (Kaufmann et at., 2003). For more details sec 
(Kaufmann et al., 2003, "Governance Matters III: Governance Indicators for 1996-2002", 
The World Bank). 
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Appendix 5.4 
IFRS disclosure requirement checklist and scoring sheet 
Ref. Item Score 
Section 1: Information Accompanying Financial Statements 
1001 Financial review 
1002 Factors influencing performance 
1003 Enterprise sources of fundin 
1004 Resources of ente rise whose value not reflected in the balance sheet 
1005 Additional statements outside the financial statements: such as environmental statements ... 1006 The enterprise has significant dealing in financial instruments 
Section 2: General Principles of Presentation 
2001a Balance sheet 
2001 b Income statement 
2001 c Statements of chan es in equity 
2001 d Cash flow statement 
2001 e Accounting polices and explanatory notes 
2002 present fairly the financial position 
2003 disclose the fact they comply with IFRSs 
2004 disclose that IFRSs are alied in full for the first time 
2005 disclose the departure from applying a Standard in some circumstances 
2006 ' disclose that an IFRS is applied before its effective date 
2007 disclose the enterprise's ability to continue as going concern 
2008 disclose that financial statements are not prepared on a going concern 
2009 disclose consistency of presentation 
2010 the measurements currency used for preparing the FSs is different from the currency of the country 
2011 FSs are presented in a currency is different from the enterprises measurements currency which is different from 
the currency of the country 
2012 disclose the closing exchange rates between the measurement currency and presentation currency 
2013 The reason for any change in the measurement or the presentation currency 
2014 Additional information not required by IFRS is displayed in the FSs in a currency other than the currency used in 
presenting the FSs. 
2015 Each material item should be presented separately in the FSs 
2016 Immaterial items should be aggregated with amounts of a similar. 
2017 Assets and liabilities should not be offset except when offsetting required by another IFRS 
2018 - Items of income and expense should be offset when only an IFRS requires 
2019 Comparative information 
2020 Narrative and descriptive information 
2021 When the presentation of items in the FSs is amended, comparative amounts should he reclassified 
2022 Structure and content: FSs should clearly identified 
2023 Each component of the FSs should be clearly identified 
2024a The name of the reporting enterprise 
2024b The FSs cover the individual or a group of ente rises 
2024c The balance sheet date or the period covered by the FSs 
2024d The reporting currency 
2024e The level of recision used in the presentation of figures (e thousands... 
2025 The balance sheet date changes and annual reports presented for a period longer or shorter than one year 
Section 3: Income Statement 
3001 All items of income and expense recognized in the period should be included in the determination of the net profit 
or loss for the period, unless an IFR requires or permits otherwise 
3002a Revenue 
3002b The results of operating activities 
3002c Finance costs 
3002d Share of prof its and losses of associates and joint ventures accounted for using the equity method 
3002e Tax expense/ income tax related to profit or loss from ordinary activities 
3002f Profit or loss from ordinary activities 
3002g Extraordinary items 
3002h Minority interests 
30021 Net profit or loss for the period 
3003 Additional line items, heading and sub-totals should be presented of the face of income statement 
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3004 the amount of the pre-tax gain or loss recognized on the disposable of assets or settlement of liabilities attributable 
to a discontinuing operation 
3005 The investor's share of the profits or loss of associates accounted for using the equity method 
3006 An analysis of expenses using a classification based on either the nature of expenses or their function within the 
enterprise 
3007 When expenses are classified by function, additional information should be disclosed on the nature of the 
expenses. 
3008 Basic and diluted earnings /(loss) per share 
3009a The amounts used as the numerators in calculating basic and diluted earnings per share 
3009b The weighted average number of ordinary shares used as the denominator in calculating basic and diluted earnings 
per share 
3010 Additional per share amounts are presented 
t 301 The calculation of the basic and diluted earnings per share for all periods L 
3012 Where applicable, the fact should be disclosed that per share calculation has been adjusted retrospectively for any 
changes in the number of shares or other effects 
Section 4: Balance Sheet 
4001 a Property, plant and equipment 
4001 b Intangible assets 
4001c Financial assets ( excluding amounts under( 4001d), (4001f) and (4001g)) 
4001 d Investments accounted for using the equity method 
400le Inventories 
4001 f Trade and other receivables 
40019 - Cash and cash equivalents 
4001 h 
- 
Trade and other payables 
1i 00 Tax liabilities/ assets as required by IAS 12 (r 2000) Income Taxes 
4001 j Provisions 
4001 k Non-current interest-bearing liabilities 
400II Minority interests 
4001M Issued capital and reserves 
4002 Additional line items, headings and subtotals where an IFRS requires it. 
4003 Further sub-classifications of the line items... 
4004 Investments in associates 
4005 Minority interests in the consolidated balance sheet should separate from liabilities and the parent shareholders 
equity 
4006 Present current and non-current assets/ liabilities as separate classification 
4007 if not classifies as current and non-current assets/ liabilities should presented broadly in order of their liquidity 
4008 Classification of current assets 
4009 All assets other than in item 4008 above should be classified as non-current assets 
4010 Classification of current liabilities 
4011 All liabilities other than other than in item 4010 above should be classified as non-current liabilities 
4012 Classification of long-term interest-bearing liabilities 
4013 The amount of any excluded liability 
4014 The amount assets/ liabilities expected to be recovered or settled after more than 12 months 
Section 5: Statement of Changes in Equity 
5001a Net profit or loss for the period 
5001 b Each item of income and expense, gain or loss which as required by other standards is recognized directly in 
equity and the total of those items 
5001 c The cumulative effect of changes in accounting policy and the correction of fundamental errors dealt with under 
the benchmark of the IAS 8 
3002a Capital transactions with owners and distributions to owners 
5002b The balance of accumulated profit or loss at the beginning of the period and at the balance sheet date, and the 
movements for the period 
3002c A reconciliation between the carrying amount of each class of equity of capital, share premium and cash reserve at 
the beginning and the end of the period 
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5003a The aggregate current tax relating to items that are charged or credited to equity 
5003b The aggregate deferred tax relating to items that are charged or credited to equity 
5003c The revaluation surplus arising on property, plant and equipment, indicating the movement for the period and any 
restrictions on the distribution of the balance to shareholders 
5003d The amount of the revaluation surplus that related to intangible assets at the beginning and the end of the period, 
indicating the changes during the period and any restrictions on the distribution of the balance to shareholders 
5003e The amount recognized in equity in the period for gams/losses from remeasuring available-for-sale financial assets 
to fair value, and the amount that was removed from equity and reported in net profit or loss for the period 
5003f The net exchange difference classified as equity, and a reconciliation of amount of such exchange differences at 
the beginning and end of the period 
5003g The amount of reductions to equity for treasury shares held 
5003h The amount of transaction costs accounted for as a deduction from equity in the period 
Section 6: Cash Flow Statement 
6001 A cash flow statement should be presented as an integral part of the financial statements for each period for which 
the financial statements are presented 
6002 Classification of cash flows according to operating, investing and financing activities 
6003 Reporting cash flows from operating activities using either the direct or the indirect method 
6004 Cash flows from investing and financing activities should be separately re rted... 
6005 The cash flows associated with extraordinary items should be classified as arising from operating, investing or 
financing as appropriate and separately disclosed 
6006 Cash flows from interest and dividends received and paid should each be disclosed separately 
6007 Cash flows from interest and dividends received and paid should each be classified in a consistent manner from 
rind to period as either operating, investiv or financing activities 
6008 Cash flows arising from taxes on income should be separately disclosed 
6009 Cash flows arising from taxes on income should be classified as cash flows from operating activities unless they 
can be specifically identified with financing or investiv activities 
6010 The aggregate cash flows ansing from acquisitions and disposables of subsidiaries or other business unites should 
be resented separately and classified as investing activities 
6011a The total purchase or disposal consideration 
6011 b The portion of the purchase or disposal consideration discharged by means of cash and cash equivalents 
6011 e The amount of cash and cash equivalents in the subsidiary or business unit acquired or disposed of 
6011 d The amounts of the assets and liabilities other than cash equivalents in the subsidiary or business unit acquired or 
disposed of, summarized by major cateo 
6012 Investing and financing transactions that do not require the use of cash or cash equivalents should be excluded 
from the cash flow statement 
6013 Investing and financing transactions that do not require the use of cash or cash equivalents should be disclosed 
elsewhere in the financial statements in a manner that provides all the relevant information about those investing 
and financing activities 
6014 The components of cash and cash equivalents should be disclosed 
6015 A reconciliation should be presented of the amounts of the components of cash and cash equivalents in the cash 
flow statement with the equivalent items reported in the balance sheet 
6016 The enterprise should disclose the amount of significant cash and cash equivalent held by the enterprise that are 
not available for use by the group, together with a commentary by management 
Section 7: Accounting Polices 
7001 The note to the financial statements (FSs) should present information about the basis of preparation of the 
financial statements and the specific accounting polices selected and applied for significant transaction and events 
7002 The accounting polices section of the notes should describe: (a) the measurement bases used in preparing the FSs; 
and b each specific accounting policy that is necessary for a proper understanding of the FSs 
7003 Polices required to be disclosed by specific standards (such as, subsidiaries, associates, goodwill, negative 
goodwill, goodwill and fair value adjustments, revenue, construction contracts, borrowing costs, governments 
grants.... 
7004 Where the benchmark treatment is adopted for changes in accounting polices have a material etluct on the current 
rind or any prior period, or subsequent periods 
7005 Where the allowed alternative treatment is adopted for changes in accounting polices have a material effect on the 
current period or any prior period, or subsequent periods 
Section 8: Explanatory Notes 
9001a The domicile and legal form of the enterprise, its country of incorporation and registered office address 
goo 1b A description of the nature of the enterprise's operations and its principal activities 
8001 c The name of the parent enterprise and the ultimate parent enterprise of the group 
001 d Either the number of employees at the end of the period or the average for the period 
8002a Disclose information required by IFRS that is not presented elsewhere in the financial statements 
8002b Provide additional information that is not presented on the face of financial statements, but which is necessary for 
a fair presentation 
gO03 should present the notes in a systematic manner, with each item on the face of the balance sheet, income statement 
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8004 Fundamental errors: the benchmark treatment is adopted 
8005 Fundamental errors: the allowed alternative treatment is adopted 
8006 The effect of a change in an accounting estimate 
8007 The nature and, unless it is impracticable to do so, the amount of a change in accounting that has a material effect 
in the current period or the subsequent periods 
8008 
_ 
If it is impracticable to quantify the amount of a change in accounting estimate that ahs a material effect that fat 
should be disclosed 
8009 If an estimate of an amount reported in an interim period is changed significantly during the financial period of the 
financial year, unless a separate financial report is not issued, should disclose that in the notes to the FSs. 
8010 Segment re rtin for each reportable segment 
8011 The amount of impairment losses and the amount of reversals of impairment losses for each reportable segment 
8012 The enterprise should present a reconciliation between the information disclosed for each reportable segments and 
the aggregated information in the consolidates or enterprise financial statement 
8013 The enterprise's primary format for reporting segment is business segment information 
8014 The enterprise's primary format for reporting segment is geographical segment information 
8015 The enterprise's primary format for reporting segment is geographical segment information are based on location 
of assets which is different from its customers location 
8016 
,. 
The enterprise's primary format for reporting segment is geographical segment information is based on location of 
customers and the enterprise assets are located in different geographical areas.., 
8017 Segment reporting: the majority ofenterprise revenues are from sales to other segments 
8018 The inter- segment transfers 
8019 Changes in accounting polices are adopted for segment reporting that have a material effect on segment 
information 
8020 Changes the identification of the enterprise segments and it does not restate prior period segment information 
8021 Ts of products and services for each business segment and composition of each reported geographical one 
8022 The significant categories of revenue 
8023 The amount of revenue arising on construction contracts recognized as revenue in the period 
8024 Description of discontinuing operation information 
8025 The initial disclosure of a discontinuing event has occurred after the end of the enterprise's financial reporting 
period 
8026- , 
Gains or loss that is recognised on the disposal of assets or settlement of liabilities attributable to discontinuing 
operation 
8027 
gO28 
In addition to the disclosures specified in items 8024 and 8026 above, a description of any significant changes in 
the amount or timing of cash flows relating to assets and liabilities to be disposed or settled, and the events causing 
those changes 
The disclosures required by items 8024 to 8027 above should be continued in financial statements for periods up 
to and including the period in which the discontinuance is completed 
g029 Where the enterprise abandons or withdraws from a plan that was previously reported as a discontinuing 
o ration that fact and its effect should be disclosed 
8030 The specified disclosures should be resented separately for each discontinuing operation 
SO 31 The disclosures specified in respect to discontinuing operations should be presented either in the notes or on the 
face of financial statements 
8032 Any income or expense relating to discontinuing operation should be presented within ordinary activities and not 
as an extraordinary item 
8033 The use of the term 'discontinuing operation' should be restricted to restructurings, transactions and events that 
meet the definition of a discontinuing operation under [AS 35 
8034 Comparative information for prior periods, presented in the FSs prepared after the initial disclosure event, should 
be restated to segregate continuing and discontinuing assets, liabilities, income, expenses. and cash flows 
8035 Investment property income and expenditures 
8036 Research and development costs 
8037 Exchanges differences 
8038 Costs of inventories 
8039 Borrowing costs 
8040 Compensation received 
8041 The major components of tax ex nselincome should be separately disclosed 
8042 Explain the relationship between tax expense/ income and the accounting profit 
8043 = Ex lam the char es in the applicable tax rate compared the pervious accounting period 
9044 Disclose the amount of the deferred tax income or expense recognised in the income statement, where nor readily 
apparent from the changes in the amount recognised in the balance sheet 
8045 Extraordinary items 
g046 
8047 
8048 
Other unusual items 
The amount of dividends per share, declared or proposed, for the period covered by the financial statements 
The amount of dividends that were proposed or declared after the balance sheet date but before the FSs were 
anthorised for issue 
8049 The amount of the income tax consequences of dividends to shareholders of the enterprise that were proposed or 
declared before the FSs were anthorised for issue, but are not recognised as a liability in the FSs 
SOSO The amount of any cumulative preference dividends not recognised 
8051 Property, plant and equipment limited to tangible assets 
194 
8052 Disclose for each class of property, plant and equipment a detailed information including measurement basis, 
accumulated depreciation, disposals, additions and so on 
8053 Disclose the existence and amounts of restrictions on title, and property, plant and equipment pledged as security 
for liabilities 
8054 When items of property are stated at revalued amounts, disclose the basis use to revalue the assets, the effective 
date of revaluation and so on 
8055 Investment property 
8056 The criteria used to distinguish investment property 
8057 The methods used to determine the fair value of investment property 
8058 Disclose the existence and amount of restrictions of the realisabili of investment property 
8059 If the enterprise applied the fair value model in accounting for its investment property should also disclose a 
reconciliation of the carrying amount of investment property at the beginning and end of the period 
8060 - 
In the exceptional circumstances when an enterprise measures investment property using the benchmark treatment 
in IAS 16 (r 1998) "Property, Plant and Equipment" (because of the lack of reliable fair value) 
8061 In addition to the disclosure required by items 8056 to 8058 above, an enterprise applies the cost model in 
accounting for its investment property should also disclose the gross carrying amount and the accumulated 
deprecation, and the reconciliation of the carrying amount of investment property at the beginning and the end of 
the period 
8062 Enterprise using the cost model should disclose the fair value of investment property 
g063 Under the fair value model, an enterprise should report the effect of adopting IAS 40 on its effective date ( or 
earlier) as an adjustment to the opening balance of retained earnings for the period in which IAS 40 is first adopted 
8064 The FSs should provide a reconciliation of the carrying amount of goodwill at the beginning and end of the period 
8065 Negative goodwill should be presented as a deduction from the assets of the reporting enterprise, in the same 
balance sheet classification as goodwill 
g066 Disclose the a description, the amount and the timing of the expected future losses and expense which relate to 
negative goodwill 
8067 The FSs should disclose a reconciliation of the carrying amount of negative goodwill at the beginning and the end 
of the period 
8068 The FSs should disclose the each class of intangible assets 
8069 The FSs should also disclose a description, the carrying amount and the remaining amortization period of any 
individual intangible asset that is material to the FSs of the enterprise as a whole. 
8070 For intangible assets acquired by way of government grant and initially recognised at fair value should disclose 
this 
8071 The FSs should disclose the existence and carrying amounts of intangible assets whose title is restricted; and 
pledged as security for liabilities 
8072 In intangible assets are carried at revalued amounts should disclose the carrying amount of revalued intangible 
assets and the effective date of the revaluation 
8073 The consolidated financial statements should include a listing of significant subsidiaries, with disclosure of the 
name country of incorporation or residence, proportion of ownership interests 
8074 Where a parent does not prepare consolidated FSs because it is a wholly-owned or a virtually wholly-owned 
subsidiary, the reasons why consolidated FSs have not been presented should be disclosed 
8075 The consolidated FSs should disclose the reasons for not consolidating a subsidiary, the nature of the relationship 
between the parent and the subsidiary, and the name of any enterprise in which more than half of the voting power 
is owned 
8076 Where is not practicable to use uniform accounting policies for the purposes of consolidated FSs, that fact should 
be disclosed 
8077 When there is a change in the classification of a significant foreign operation, the nature of the change in 
classification, the reason for the change, the impact of change on shareholders' equity and net profit or loss should 
be disclose 
8078 For all business combinations, the names and descriptions of the combining enterprises, the method of accounting 
for the combination, the effective date of the combination and any operating resulting from business combinations 
should be disclosed 
8079 For a business combination that is an acquisition, the percentage of voting shares acquired; and the cost of 
ac uisition and a description of the purchase consideration paid or contingently payable, should be disclosed 
8080 The disclosure requirements of IAS 37 'Provisions, Contingent Liabilities and Contingent Assets' should be 
applied to provisions for terminating or reducing the activities of an acquiree, recognised under IAS 22 (r 1998), 
paragraph 31. 
8081 Provisions for terminating or reducing activities as described in item 8080 above should be dealt with as a separate 
class of provisions for the purpose of disclosure under IAS 37 
8082 The aggregate carrying amount of such provisions recognised under IAS 22 (r 1998), paragraph 31 should be 
disclosed for each individual business combination 
8083 When a published price of an equity instrument issued as purchase consideration exists at the date of exchange, 
but has been used as the instrument's fair value, the enterprise should disclose that fact, and the reasons why the 
published price is not the fair value of the equity instrument, and the method and significant assumption applied in 
determining the fair value 
8054 When an equity instrument issued as purchase consideration does not have a published price at the date of 
exchange, the enterprise should disclose that fact, and the method and significant assumption applied in 
determining the fair value 
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8085 In an acquisition, if the fair values of the identifiable assets and liabilities or the purchase consideration can only 
be determined on a provisional basis at the end of the period in which the acquisition takes place, that fact should 
be stated and reasons given. 
8086 When there are subsequent adjustments to the provisional fair values described at item 8085 above, those 
ad'ustments should be disclosed and explained in the FSs of the period concerned. 
8087 For a business combination that is a uniting of interests, additional information should be disclosed including a 
description and the number of shares issued, the amounts of assets and liabilities contributed by each enterprise, 
and the sales and other operating revenues, and so on 
8088 For business combinations effected after the balance sheet date, the information required by items 8078 to8087 
above should be disclosed 
8089 If it is impracticable to disclose any information required by item 8088 above, that fact should be disclosed 
8090 For investment in associates, an appropriate listing and description of significant associates, and the investor's 
shareofany extraordin or prior period items, should separately disclosed 
8091 The investor should disclose in its financial statements the amount of its unrecognized share of losses of the 
investee, both during the period and cumulatively 
8092 For interests in joint ventures, the venture should disclose a listing and description of interests in significant joint 
venture and the proportion of ownership interest held in jointly controlled entities 
8093 Where the venturer reports its interests in jointly controlled entities using the line-by-line reporting format for 
propionate consolidation or the equity method, it should disclose the aggregate amounts of each group of assets 
and liabilities related to its interests in joint ventures 
8094 Accounting disclosures for leases by lessors for finance leases 
8095 Accounting disclosures for leases by lessors for o ratin leases 
8096 Disclosures on arrangements involving the legal form of a lease 
8097 A description of the arrangement and the accounting treatment applied to any fee received 
8098 Disclosures on impairment of assets 
8099 For each individual should disclose the impairment loss recognised or reversed 
8100 If impairment losses recognised ( reversed) during the period are material in aggregate to the FSs, the enterprise 
should disclose that 
8101 Disclosure on inventories 
8102 The cost of inventories is determined using LIFO formula 
8103 Disclosures on construction contracts 
s104 The enterprise should disclose the gross amount due from customers for contract work as an asset; and the gross 
amount due to customers for contract work as a liability 
8105 Shareholders' equity disclosures 
g 106 The FSs should include a description of the nature and purpose of each reserve within owners' equity 
g 107 Treasury shares should be presented in the balance sheet as a deduction from equity 
g 108 The acquisition of treasury shares should be presented in the FSs as a change in equity 
g 109 " 
Consideration received on the sale, issuance or cancellation of treasury shares should be presented in the FSs as a 
change in e ui 
8110 The amounts of reductions to equity for treasury shares held should be disclosed separately, either on the face of 
the balance sheet or in the notes 
8111 Where the enterprise, or any of its subsidiaries requires its own shares from parties able to control or exercise 
si nificant influence over the enterprise, this should be disclosed as a related party transaction 
g112 Tax assets and tax liabilities 
9113 Current tax assets and current tax liabilities 
81 14 Deferred tax assets and deferred tax liabilities 
5 Unused tax losses and unused tax liabilities 
6 
Ell 
The utilization of a deferred tax assets 
8117 Where the current and deferred tax assets and liabilities are measured at the tax rate applicable to undistributed 
profits 
gi 18 Accounting disclosures for leases by lessees for finance leases 
g 119 leases Accounting disclosures for leases by lessees for operating 
g120 0 A financial instrument should be classified as either a liability or as equity in accordance with substance of the 
contractual arrangements on initial recognition, and by reference to definition of a financial liability and an equity 
instrument 
8121 The issuer of a financial instrument that contains both a liability and an equity element, should classify the 
component parts separately in accordance with item 8120 above 
g 122 ,, 
Interest, dividends, losses and gains relating to a financial instrument, or a component part, which is classified as a 
financial liability, should be reported in the income statement as expense or income 
g 123. Distributions to holders of a financial instruments which are classified as equity instruments should be debited 
directly to equity 
8124 A financial asset and a financial liability should be offset, when the enterprise has a legally enforceable right to 
set off the recognised amounts; and it intends either to settle on a net basis, or to realize the asset and settle the 
liability simultaneously 
g 125 The enterprise should disclose information on its financial risk management objectives and policies 
8s126 The enterprise should disclose information about the extent and nature of the financial instruments for each class 
of financial asset and liability 
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8127 The enterprise should disclose information about the exposure to interest rate risk for each class of financial asset 
and liability 
8128 The enterprise should disclose information the exposure to credit risk for each class of financial asset and liability 
8129 The enterprise should disclose information about the fair value for each class of financial asset and liability 
8130 When it is not practical to disclose such fair value information that fact should be disclosed 
8131 Where an enterprise carries one or more financial assets at an amount in excess of their fair value should disclose 
the carrying amount and the fair value, and the reasons for not reducing the carrying amount 
8132. The enterprise should disclose information on its financial risk management objectives and policies, including its 
lie for hedging each major type of forecasted transactions 
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k 
The FSs should separately disclose information on the financial instruments designated as hedging instruments 
1 34 4 8l The FSs should disclose if a gain or loss on derivative and non-derivative financial assets and liabilities 
desi nated as hedging instruments in cash flow hedges has been recognised directly in equity 
8135 The FSs should disclose if a gain or loss from remeasuring available-for-sale financial assets to fair value (other 
than assets relating to hedges) has been recognised directly in equity 
8136 The fair value for financial assets cannot be reliably measured that fact should be disclosed 
8137 If financial assets whose fair value previously could not be measured reliably are sold, that fact should be 
disclosed 
8138 The FSs should disclose significant items of income, expense and gains and losses resulting from financial assets 
and liabilities as separate component of equity 
8139 If the enterprise has entered into a securitization or repurchase agreement, it should disclose separately for such 
transactions occurring in the current financial reporting period 
8140 If the enterprise has reclassified a financial asset as one required to be reported at amortised cost rather than at fair 
value, the reason for that reclassification should be disclosed 
8141 Disclosure should be made of the nature and amount of any impairment loss or reversal of impairment loss 
recognised for a financial asset, separately for each Si significant class of financial asset 
8142 A borrower should disclose the carrying amount of financial assets pledged as collateral for liabilities and any 
significant terms and conditions relating to pledged assets 
8143 A lender should disclose the fair value of collateral (both financial and non-financial assets) that it is accepted and 
that it is permitted to sell or sold, or re led ed" and any conditions associated with its use of collateral. 
8144 For employee benefits- defined contribution plans, the enterprise should disclose the amount recognised as an 
ex nse in the period 
8145 For employee benefits- defined benefit plans, the enterprise should disclose the total expense recognised in the 
income statement 
9146 An asset relating to one retirement benefit plan should be offset against a liability relating to another plan when the 
enterprise has a legally enforceable right and intends either to settle the obligations on a net basis 
8147 The enterprise should disclose a detailed information about the defined benefit plans 
8148 Where a multi-employer plan is accounted for as a defined benefit plan, the enterprise should disclose the 
information in item 8147 
8149 Where a multi-employer plan is a defined benefit plan, but it is accounted for as a defined contribution plan 
because sufficient information is not available to use defined benefit accounting, the enterprise should disclose 
those facts 
850 The enterprise should disclose information about the equity compensation benefits 
8 151 Unless it is impractical to do so, the enterprise should disclose additional items about the fair value the enterprise 
_ - equity financial instruments held or issued by the enterprise to equity compensation plans or to employees 
8152 If it is not practical to determine the fair value of equity financial instruments for disclosures under item 8151, that 
fact should be disclosed 
s153 The enterprise should disclose the amount of the excess of the transitional liability that remains unrecognised and 
the amount recognised in the current period 
8154 The enterprise should disclose if earlier adoption of specific amendments to lAS 19 regarding the revised 
definition of lan assets, affect the financial statements 
l55 The enterprise should disclose if earlier adoption of specific amendments to IAS 19 regarding the asset ceiling 
test become operative for annual FSs covering periods ending on or after 3IMay 2002, affect the financial 
statements 
8 156 Disclose information on provisions 
8157 Disclose for each class of provision ,a brief description of the nature of the obligation and the expected 
timing of 
-- an resulting outflows of economic benefits 
8158 Disclose for each class of contingent liability at the balance sheet date ,a brief description of the nature of the 
contingent liability 
8159 Where applicable, disclose an estimate of the financial etTect of the contingent liability, an 
indication of the 
- uncertainties relating to the amount or timing of any outflow; and the possibility of any reimbursement. 
8160 Where an inflow of economic benefits is probable , the enterprise should disclose a 
brief description of the nature 
of contingent assets at the balance sheet date 
816 Where practical the enterprise should disclose an estimate of the financial effect of contingent assets 
ß 162 Where any information required by items 8158 to 8161 is not disclosed , because it is not practicable to 
do so, that 
fact should be stated 
8163 Where any information required by items 8158 to 8161 is not disclosed . because disclosure of some or all the 
information could be expected to prejudice seriously the position of the enterprise in a dispute with other parties , 
that fact should be stated and the reasons 
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g 164 On the implementation of LAS 37, if comparative information is not restated that fact should be disclosed 
165 A venturer should disclose the aggregate amount of any contingent liabilities that the venturer has incurred in 
relation to its joint ventures and its share of each the contingent liabilities which have incurred jointly with other 
venturers, separately from other contingent liabilities 
8166 The FSs should disclose the amounts of commitments for the acquisition of property, plant and equipment 
8167 The FSs should disclose material contractual obligations to purchase, construct or develop investment property , 
or for repairs, maintenance or enhancements 
8168 The FSs should disclose the amounts of commitments for the acquisition of intangible assets 
1 99 A venturer should disclose the aggregate amount of any capital commitments that the venturer has incurred in 
relation to its joint ventures and its share of each the capital commitments which have incurred jointly with other 
venturers se arately from the amount of other commitments 
8170 The FSs should disclose the nature and extent of government grants and other forms of government assistance 
from which the enterprise has directly benefited 
8171 Related party relationships where control exists should be disclosed in the FSs , irrespective of whether have been transactions between the related parties 
8172 If there have been transactions between related parties , the enterprise should disclose the nature of the related 
a relationships, the type of the elements of transactions 
8173 Items of a similar nature should only aggregate when separate disclosure is not necessary for understanding of the 
effects of related party transactions on the FSs. 
8174 Separate disclosure should be made of the amounts payable to and receivable from the parent enterprise, fellow 
subsidiaries and associates, and other related parties 
t 75 The enterprise should disclose the date when the FSs were authorized for issue. 
8176 
8177 
If the enterprise's owners or others have the power to amend the FSs after issuance, the enterprise should disclose 
that fact. 
The enterprise receives information after the balance sheet date about conditions that existed at the balance sheet 
date 
g 17g Where non-adjusting events after the balance sheet date are of such importance that non-disclosure would affect 
the ability of the users of the FSs to make proper evaluation and decisions, the enterprise should disclose this 
information 
Section 9: information on additional disclosure requirements-Banks and similar financial institutions 
9001 Income statement should group income and expenses by nature and disclose the amounts of the principal types of 
income and expenses 
9002a Income statement : interest and similar income 
9002b Income statement : interest expense and similar charges 
9002c Income statement : dividend income 
90024 Income statement : fee and commission income 
9502e income statement : fee and commission expense 
9002f income statement : gains less losses arising from dealen securities 
9002g Income statement : gains less losses arising from investment currencies 
9002h Income statement : gains less losses arising from dealing in foreign currencies 
90021 Income statement : other operating income 
g002' Income statement : losses on loans and advances 
9002k Income statement : general administrative expenses 
90021 Income statement : other operating expenses 
9003 
9004 
Income statement: items of income and expenses should be offset only when they are related to hedges or to assets 
and liabilities that have been offset compliance with item 9006 below. 
Balance Sheet : the balance sheet should group assets and liabilities by nature and list them in an order that reflects 
their relative liquidity 
9005Aa Balance Sheet- Assets: cash and balances with the central banks 
9005Ab Balance Sheet- Assets: treasury bills and other bills eligible for rediscounting with the central bank 
9005Ac Balance Sheet- Assets: government and other securities held for dealing purposes 
9005Ad Balance Sheet- Assets: placements with, and loans and advances to, other banks 
9005Ae Balance Sheet- Assets: other money market placements 
Balance Sheet- Assets: loans and advances to customers 
Balance Sheet- Assets: investment secunties ý: 
l 
Balance Sheet- Liabilities: de sits from other banks 
P 
Balance Sheet- Liabilities: other money market deposits 
; 
l 
Balance Sheet- Liabilities: amounts owed to other depositors 
Balance Sheet- Liabilities: certificates of deposit 
- :_ý 9o05Le Balance Sheet- Liabilities: promissory notes and other liabilities evidenced by paper 
9005Lf 
9006 
y007 
Balance Sheet- Liabilities: other borrowed funds 
Balance Sheet: assets and liabilities should be offset only when a legal right of set-off exists and the offsetting 
represents the expectations as the realization of the asset or settlement of the liability 
Balance Sheet: the bank should disclose the fair value of each class of its financial assets and liabilities as 
requested by IAS 32 (rl998) and IAS 39 (r2000) 
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9008 Contingent liabilities and commitments (including off balance sheet items 
9009 Maturities of assets and liabilities 
9010 Concentrations of assets and liabilities 
9011 Losses on loans and advances : accounting policy, and the movements in and the aggregate amounts of provisions 
9012 Any amount that have been set aside in respect of losses on loans and advances 
9013 Any credit resulting from the reduction of the amounts referred to in the item 9012 should be excluded from the 
determination of net income and credited to retained earnings 
9014 General banking risks: any amounts that have been set aside for general banking risks... Should be disclosed 
se aratel as appropriations of retained earnings. 
9015 General banking risks: any credit resulting from the reduction of the amounts referred to in the item 9014 should 
be excluded from the determination of net profit or loss for the period and should be credited to retained earnings 
9016 Assets pledged as security: the aggregate amount of secured liabilities; and the nature and carrying amount of the 
assets pledged as security. 
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Appendix 6.1 
Frequency of each information on IFRS disclosure requirement items in annual 
reports of listed companies 
REF. ITEM NO. OF 
COMPANIES 
% 
Section 1: Information Accompanying Financial Statements 
1001 Financial review 91 68 
1002 Factors influencing performance 78 59 
1003 Enterprise sources of funding 37 28 
1004 Resources of enterprise whose value not reflected in the balance sheet 31 23 
1005 Additional statements outside the financial statements: such as environmental statements ... 
5 4 
1006 The enterprise has significant dealing in financial instruments 123 92 
Section 2: General Principles of Presentation 
2001 a Balance sheet 133 too 
2001 b Income statement 132 99 
2001c Statements of chanes in equity 125 94 
2001d Cash flow statement 133 100 
2001 C Accounting polices and explanatory notes 132 99 
2002 present fairly the financial position 132 99 
2003 disclose the fact they comply with IFRSs 124 93 
2004 disclose that IFRSs are alied in full for the first time 1 1 
2005 disclose the departure from applying a Standard in some circumstances 32 24 
2006 disclose that an IFRS is applied before its effective date 2 2 
2007 disclose the enterprise's ability to continue as going concern 122 92 
2008 disclose that financial statements are not prepared one going concern II 
8 
2009 disclose consistency of presentation 131 98 
2010 the measurements currency used for preparing the FSs is different from the currency of the 
country 
I1 8 
2011. 
2012 
FSs are presented in a currency is different from the enterprises measurements currency which is 
different from the currency of the country 
disclose the closing exchange rates between the measurement currency and presentation currency 
16 
17 
12 
13 
2013 The reason for any change in the measurement or the presentation currency 16 12 
2p 14 Additional information not required by IFRS is displayed in the FSs in a currency other than the 
currency used in presenting the FSs. 
14 11 
2015 Each material item should be presented separately in the FSs 
133 100 
201 ö 
2017 
2018 
2019 
2020 
Immaterial items should be aggregated with amounts of a similar. 
Assets and liabilities should not be offset except when offsetting required by another IFRS 
Items of income and expense should be offset when only an IFRS requires 
Comparative information 
Narrative and descriptive information 
131 
41 
44 
132 
120 
98 
31 
33 
99 
90 
2021 When the presentation of items in the FSs is amended, comparative amounts should be 
reclassified 
128 96 
2022 
2023 
2024a 
2024b 
2p24c 
2024d 
2p24e 
2 225 
Structure and content: FSs should clearly identified 
Each component of the FSs should be clearly identified 
The name of the reporting enterprise 
The FSs cover the individual or a group of enterprises 
The balance sheet date or the period covered by the FSs 
The reporting current 
The level of precision used in the presentation of figures (e thousands... 
The balance sheet date changes and annual reports presented for a period longer or shorter than 
one year 
133 
122 
133 
133 
133 
133 
133 
0 
100 
92 
100 
too 
100 
too 
100 
0 
ýion 3: Income Statement 
F 
3001 All 
items of income and expense recognized in the period should be included in the 
determination of the net profit or loss for the riod, unless an IFR requires or rmits otherwise 
133 100 
200 
3002a Revenue 133 100 
3002b The results of operating activities 131 98 
3002c 
3002d 
Finance costs 
Share of profits and losses of associates and joint ventures accounted for using the equity method 
133 
45 
100 
34 
3002e Tax expense/ income tax related to profit or loss from ordinary activities 52 39 
3002f Profit or loss from ordinary activities 130 98 
30028 Extraordinary items 109 82 
3002h Minority interests 43 32 
30021 
3003 
Net profit or loss for the period 
Additional line items, heading and sub-totals should be presented of the face of income statement 
133 
129 
100 
97 
3004 the amount of the pre-tax gain or loss recognized on the disposable of assets or settlement of 
liabilities attributable to a discontinuing operation 
14 11 
3005 - 
3006 
The investor's share of the profits or loss of associates accounted for using the equity method 
An analysis of expenses using a classification based on either the nature of expenses or their 
function within the enterprise 
46 
129 
35 
97 
3007 When expenses are classified by function, additional information should be disclosed on the 
nature of the expenses. 
125 94 
3008 Basic and diluted earnings / (loss) per share 111 83 
3009a The amounts used as the numerators in calculating basic and diluted earnings per share 109 82 
3009b 
- 
The weighted average number of ordinary shares used as the denominator in calculating basic 
and diluted earnings per share 
89 67 
3010 : Additional per share amounts are presented 18 14 
3011 The calculation of the basic and diluted earnings per share for all periods 18 14 
3012 
- 
Where applicable, the fact should be disclosed that per share calculation has been adjusted 
retrospectively for any changes in the number of shares or other effects 
12 9 
Section 4: Balance Sheet 
4001a Property, plant and equipment 123 92 
4001b intangible assets 44 33 
4001 C Financial assets (excluding amounts under( 4001 d), (4001 f) and (4001 g)) 112 84 
4001 d Investments accounted for using the equity method 75 S6 
40010 Inventories 77 58 
4001 f Trade and other receivables 132 99 
40019 Cash and cash equivalents 133 100 
4001 h Trade and other payables 133 100 
4001i Tax liabilities/ assets as required by IAS 12 (r 2000) Income Taxes 20 is 
4001 j Provisions 99 74 
4001k' Non-current interest-bearing liabilities 112 84 
40011 Minority interests 39 29 
4001 m Issued capital and reserves 
133 100 
4002 Additional line items, headings and subtotals where an IFRS requires it. 133 100 
4003 Further sub-classifications of the line items... 
90 68 
4004 Investments in associates 75 56 
4005- . 
Minority interests in the consolidated balance sheet should separate from liabilities and the 
arent shareholders equity 
43 32 
4-- Present current and non-current assets/ liabilities as separate classification 84 63 
4p07 If not classifies as current and non-current assets/ liabilities should presented 
broadly in order of 
their liquidity 
127 95 
4008 
4009 
Classification of current assets 
All assets other than in item 4008 above should be classified as non-current assets 
82 
127 
62 
95 
4010 Classification of current 
liabilities 82 62 
201 
4011 All liabilities other than other than in item 4010 above should be classified as non-current 127 95 liabilities 
4012 Classification of long-term interest-bearing liabilities 128 96 
4013 The amount of any excluded liability 132 99 
4014 The amount assets/ liabilities expected to be recovered or settled after more than 12 months 118 89 
Section 5: Statement of Changes in Equity 
5001 a Net profit or loss for the period 123 92 
5001 b Each item of income and expense, gain or loss which as required by other standards is 
recognized directly in equity and the total of those items 91 68 
500I C The cumulative effect of changes in accounting policy and the correction of fundamental errors 
dealt with under the benchmark of the IAS 8 54 41 
5002a Capital transactions with owners and distributions to owners 107 80 
5002b The balance of accumulated profit or loss at the beginning of the period and at the balance sheet 
date, and the movements for the period 121 91 
5002c A reconciliation between the carrying amount of each class of equity of capital, share premium 
and cash reserve at the beginning and the end of the period 119 89 
5003a The aggregate current tax relating to items that are charged or credited to equity 8 6 
5003b The aggregate deferred tax relating to items that are charged or credited to equity 10 8 
5003c The revaluation surplus arising on property, plant and equipment, indicating the movement for 
the period and any restrictions on the distribution of the balance to shareholders 
13 10 
5003d The amount of the revaluation surplus that related to intangible assets at the beginning and the 
end of the period, indicating the changes during the period and any restrictions on the distribution 10 8 
of the balance to shareholders 
50030 The amount recognized in equity in the period for gains/losses from remeasurmg available-for- 
sale financial assets to fair value, and the amount that was removed from equity and reported in 51 38 
net rofit or loss for the period 
5003f The net exchange difference classified as equity, and a reconciliation of amount of such 33 25 
"- exchange differences at the beginning and end of the period 
S003 The amount of reductions to equity for treasury shares held 26 20 
5003h The amount of transaction costs accounted for as a deduction from equity in the period 26 20 
Section 6: Cash Flow Statement 
6001 A cash flow statement should be presented as an integral part of the financial statements for each 133 100 
period for which the financial statements are presented 
6002 Classification of cash flows according to oraten investing and financing activities 132 99 
6003 Reporting cash flows from operating activities using either the direct or the indirect method 133 100 
6004 ° Cash flows from investing and financing activities should be separately reported... 131 98 
6005 The cash flows associated with extraordinary items should be classified as arising from 130 98 
operating, investing or financing as appropriate and separately disclosed 
55 Cash flows from interest and dividends received and paid should each be disclosed separately 110 83 
6Op7 Cash flows from interest and dividends received and paid should each be classified in a 110 83 
consistent manner from period to period as either operating, investing or financing activities 
6Op9 Cash flows arising from taxes on income should be separately disclosed 46 35 
6009 Cash flows arising from taxes on income should be classified as cash flows from operating 46 35 
activities unless they can be specifically identified with financing or investing activities 
6010 The aggregate cash flows arising from acquisitions and disposables of subsidiaries or other 59 44 
business unites should be presented separately and classified as investing activities 
6011 a The total purchase or disposal consideration 120 90 
6011 b The portion of the purchase or disposal consideration discharged by means of cash and cash 120 90 
equivalents 
601 Ic The amount of cash and cash equivalents in the subsidiary or business unit acquired or disposed 50 38 
of 
6()l 1d The amounts of the assets and liabilities other than cash equivalents in the subsidiary or business j 46 35 " or category unit acquired or disposed of, summarized by ma 
6012- investing and financing transactions that do not require the use of cash or cash equivalents 131 98 
should be excluded from the cash flow statement 
6013 investing and financing transactions that do not require the use of cash or cash equivalents 
should be disclosed elsewhere in the financial statements in a manner that provides all the 132 99 
relevant information about those investiv and financin activities 
202 
6014 The components of cash and cash equivalents should be disclosed 100 75 
6015 A reconciliation should be presented of the amounts of the components of cash and cash 
equivalents in the cash flow statement with the equivalent items reported in the balance sheet 
128 96 
6016 The enterprise should disclose the amount of significant cash and cash equivalent held by the 
enterprise that are not available for use by the group, together with a commentary by 27 20 
management 
Section 7: Accounting Polices 
7001 The note to the financial statements (FSs) should present information about the basis of 
preparation of the financial statements and the specific accounting polices selected and applied 
for significant transaction and events 133 100 
7002 The accounting polices section of the notes should describe: (a) the measurement bases used in 
preparing the FSs; and (b) each specific accounting policy that is necessary for a proper 133 100 
understanding of the FSs 
7003 Polices required to be disclosed by specific standards (such as, subsidiaries, associates, goodwill, 
negative goodwill, goodwill and fair value adjustments, revenue, construction contracts, 132 99 
borrowing costs governments grants,... 
7004 Where the benchmark treatment is adopted for changes in accounting polices have a material 59 44 
effect on the current period or any prior period, or subsequent periods 
7005 Where the allowed alternative treatment is adopted for changes in accounting polices have a 56 42 material effect on the current period or any prior period, or subsequent periods 
Section 8: Explanatory Notes 
8001a The domicile and legal form of the enterprise, its country of incorporation and registered office 132 99 
address 
SO01 b A description of the nature of the enterprise's operations and its principal activities 131 98 
8o 1c The name of the parent enterprise and the ultimate parent enterprise of the group 124 93 
8001 d Either the number of employees at the end of the period or the average for the period 79 59 
8002a Disclose information required by IFRS that is not presented elsewhere in the financial statements 130 98 
s002b Provide additional information that is not presented on the face of financial statements, but which 129 97 is necessary for a fair presentation 
8p03 should present the notes in a systematic manner, with each item on the face of the balance sheet, 126 95 income statement 
8004 Fundamental errors: the benchmark treatment is adopted 8 6 
S005 Fundamental errors: the allowed alternative treatment is adopted 5 4 
855 The effect of a char e in an accounting estimate 53 40 
8007 The nature and, unless it is impracticable to do so, the amount of a change in accounting that has 52 39 
a material effect in the current period or the subsequent periods 
8008 if it is impracticable to quantify the amount of a change to accounting estimate that ahs a 47 35 
material effect that fat should be disclosed 
800 if an estimate of an amount reported in an interim period is changed significantly during the 
financial period of the financial year, unless a separate financial report is not issued, should 23 17 
disclose that in the notes to the FSs 
Solo Segment reporting for each reportable segment 66 50 
soil The amount of impairment losses and the amount of reversals of impairment losses for each 40 30 
reportable segment 
8012 The enterprise should present a reconciliation between the information disclosed for each 
reportable segments and the aggregated information in the consolidates or enterprise financial 54 41 
statement 
So 13 The enterprise's primary format for reporting segment is business segment information 58 44 
S014 The ente rise's primary format for reporting segment is geographical segment information 48 36 
8015 The enterprise's primary format for reporting segment is geographical segment information are 47 35 based on location of assets which is different from its customers location 
8016 - The enterprise's primary format for reporting segment is geographical segment information is based on location of customers and the enterprise assets are located in different geographical 26 20 
areas... 
8017 Segment reporting* the majority of enterprise revenues are from sales to other segments 60 45 
8018 The inter- segment transfers 30 23 
8019 Changes in accounting polices are adopted for segment reporting that have a material effect on 56 42 
- segment information 
8020 Changes the identification of the enterprise segments and it does not restate prior period segment information 44 33 
203 
8021 Types of products and services for each business segment and composition of each reported 
geographical one 
50 38 
8022 The significant categories of revenue 127 95 
8023 The amount of revenue arising on construction contracts recognized as revenue in the period 44 33 
8024 Description of discontinuino ration information 13 10 
8025 The initial disclosure of a discontinuing event has occurred after the end of the enterprise's 
financial reporting period 
23 17 
8026 Gains or loss that is recognised on the disposal of assets or settlement of liabilities attributable to 
discontinuing operation 
30 23 
8027 In addition to the disclosures specified in items 8024 and 8026 above, a description of any 
significant changes in the amount or timing of cash flows relating to assets and liabilities to be 3 2 
disposed or settled, and the events causing those changes 
8028 The disclosures required by items 8024 to 8027 above should be continued in financial 
statements for periods up to and including the period in which the discontinuance is completed 
3 2 
8029 Where the enterprise abandons or withdraws from a plan that was previously reported as a 
discontinuing operation, that fact and its effect should be disclosed 
3 2 
8030 The specified disclosures should be presented separately for each discontinuing operation 3 2 
8031 The disclosures specified in respect to discontinuing operations should be presented either in the 
notes or on the face of financial statements 
3 2 
8032 Any income or expense relating to discontinuing operation should be presented within ordinary 
activities and not as an extraordinary item 3 2 
8033 The use of the term 'discontinuing operation' should be restricted to restructurings, transactions 
and events that meet the definition of a discontinuing operation under IAS 35 
3 2 
8034 Comparative information for prior periods, presented in the FSs prepared after the initial 
disclosure event, should be restated to segregate continuing and discontinuing assets, liabilities, 3 2 
income, expense s and cash flows 
8035 Investment property income and expenditures 122 92 
8036 Research and development costs 3 2 
8037 Exchanges differences 112 g4 
8038 Costs of inventories 73 55 
8039 Borrowing costs 108 81 
8040 Compensation received 18 14 
8041 The major components of tax expense/income should be separately disclosed 73 55 
8042 Explain the relationship between tax expense/ income and the accounting profit 19 14 
8043 Explain the changes in the applicable tax rate compared the pervious accounting period 41 31 
8044 Disclose the amount of the deferred tax income or expense recognised in the income statement , 
where nor readily apparent from the changes in the amount recognised in the balance sheet 
37 28 
8045 Extraordinary items 96 72 
8046 Other unusual items 67 SO 
8047 The amount of dividends per share, declared or proposed, for the period covered by the financial 
statements 100 75 
8048 The amount of dividends that were proposed or declared after the balance sheet date but before 
the FSs were anthorised for issue 
81 61 
8049 The amount of the income tax consequences of dividends to shareholders of the enterprise that 
were proposed or declared before the FSs were anthorised for issue, but are not recognised as a II 8 
liability in the FSs 
8050 The amount of any cumulative preference dividends not recognised 13 10 
8051 Property, plant and equipment limited to tangible assets 126 95- 
8052 Disclose for each class of property, plant and equipment a detailed information including 
measurement basis, accumulated depreciation, disposals, additions and so on 126 95 
8053 Disclose the existence and amounts of restrictions on title, and property, plant and equipment 
pledged as security for liabilities 32 24 
8054 When items of property are stated at revalued amounts, disclose the basis use to revalue the 
assets, the effective date of revaluation and so on 74 56 
8055 Investment property 122 9 
8056 The criteria used to distinguish investment property 117 88 
8057 The methods used to determine the fair value of investment property 119 89 
8058 Disclose the existence and amount of restrictions of the reahsabili of investment property 52 39 
8059 If the enterprise applied the fair value model in accounting for its investment property should 
also disclose a reconciliation of the carrying amount of investment property at the beginning and 59 44 
end of the period 
8060 In the exceptional circumstances when an enterprise measures investment property using the benchmark treatment in IAS 16 (r 1998) "Property, Plant and Equipment" (because of the lack of 38 29 
reliable fair value) 
, )na 
.. -' 
ýý 
8061 In addition to the disclosure required by items 8056 to 8058 above, an enterprise applies the cost 
model in accounting for its investment property should also disclose the gross carrying amount 114 86 
- and the accumulated 
deprecation, and the reconciliation of the carrying amount of investment 
property at the beginning and the end of the period 
s062 Enterprise using the cost model should disclose the fair value of investment property 115 86 
8063 Under the fair value model, an enterprise should report the effect of adopting [AS 40 on its 
effective date (or earlier) as an adjustment to the opening balance of retained earnings for the 103 77 
period in which IAS 40 is first adopted 
8064 The FSs should provide a reconciliation of the carrying amount of goodwill at the beginning and 29 22 
end of the riod 
8065 Negative goodwill should be presented as a deduction from the assets of the reporting enterprise, 3 2 
in the same balance sheet classification as goodwill 
8066 Disclose the a description, the amount and the timing of the expected future losses and expense 3 2 
which relate to negative goodwill 
8067 The FSs should disclose a reconciliation of the carrying amount of negative goodwill at the 3 2 
= beginning and the end of the period 
8068 The FSs should disclose the each class of intangible assets 29 22 
8069 The FSs should also disclose a description, the carrying amount and the remaining amortization 29 22 
riod of any individual intangible asset that is material to the FSs of the enterprise as a whole 
8070 For intangible assets acquired by way of government grant and initially recognised at fair value 17 13 
- should disclose this 
8071 The FSs should disclose the existence and carrying amounts of intangible assets whose title is 8 6 
restricted; and pledged as security for liabilities 
8072 in intangible assets are carried at revalued amounts should disclose the carrying amount of 23 17 
revalued intangible assets and the effective date of the revaluation 
J8; 073 The consolidated financial statements should include a listing of significant subsidiaries, with 65 49 
disclosure of the name, country of incorporation or residence, proportion of ownership interests 
Where a parent does not prepare consolidated FSs because it is a wholly-owned or a virtually 
wholly-owned subsidiary, the reasons why consolidated FSs have not been presented should be 9 7 
[ 
, disclosed 
The consolidated FSs should disclose the reasons for not consolidating a subsidiary, the nature of 
the relationship between the parent and the subsidiary, and the name of any enterprise in which 8 6 
more than half of the voting power is owned 
8076 Where is not practicable to use uniform accounting policies for the purposes of consolidated FSs, 6 5 
that fact should be disclosed 
8077 When there is a change in the classification of a significant foreign operation, the nature of the 
, - change 
in classification, the reason for the change, the impact of change on shareholders' equity 14 11 
and net pro it or loss should be disclose 
8078 For all business combinations, the names and descriptions of the combining enterprises, the 
method of accounting for the combination, the effective date of the combination and any 36 27 
operating resulting from business combinations should be disclosed 
8079 - For a business combination that 
is an acquisition, the percentage of voting shares acquired; and 
the cost of acquisition and a description of the purchase consideration paid or contingently 50 38 
a able should be disclosed 
8080 The disclosure requirements of IAS 37 `Provisions, Contingent Liabilities and Contingent 
Assets' should be applied to provisions for terminating or reducing the activities of an acquiree, 47 35 
recognised under IAS 22 r 1998), paragraph 31. 
8081 Provisions for terminating or reducing activities as described in item 8080 above should be dealt 44 33 
with as a separate class of provisions for the purpose of disclosure under LAS 37 
8082 The aggregate carrying amount of such provisions recognised under IAS 22 (r 1998), paragraph 48 36 
31 should be disclosed for each individual business combination 
8083 When a published price of an equity instrument issued as purchase consideration exists at the 
date of exchange, but has been used as the instrument's fair value, the enterprise should disclose 55 41 
that fact, and the reasons why the published price is not the fair value of the equity instrument, 
and the method and significant assumption applied in determining the fair value 
8084 When an equity instrument issued as purchase consideration does not have a published price at 
-- the date of exchange. the enterprise should disclose that fact, and the method and significant 64 48 
assum tion applied in determining the fair value 
8085 in an acquisition, if the fair values of the identifiable assets and liabilities or the purchase 
consideration can only be determined on a provisional basis at the end of the period in which the 105 79 
ac uisition takes place, that fact should be stated and reasons given. 
8086- When there are subsequent adjustments to the provisional fair values described at item 8085 
j 45 34 ustments should be disclosed and explained in the FSs of the period concerned above those ad 
087 For a business combination that is a uniting of interests, additional information should be 
disclosed including a description and the number of shares issued, the amounts of assets and 39 29 
liabilities contributed b each ente rise, and the sales and other o ratio revenues, and so on 
205 
8088 For business combinations effected after the balance sheet date, the information required by I1 8 
items 8078 to8087 above should be disclosed 
8089 If it is impracticable to disclose any information required by item 8088 above, that fact should be 50 38 
disclosed 
8090 For investment in associates, an appropriate listing and description of significant associates, and 85 64 
the investor's share of any extraordinary or prior period items, should separately disclosed 
8091 The investor should disclose in its financial statements the amount of its unrecognized share of 83 62 losses of the investee, both during the period and cumulatively 
8092 For interests in joint ventures, the venture should disclose a listing and description of interests in 
significant joint venture and the proportion of ownership interest held in jointly controlled 47 35 
entities 
8093 Where the venturer reports its interests in jointly controlled entities using the line-by-line 
reporting format for propionate consolidation or the equity method, it should disclose the 43 32 
aggregate amounts of each group of assets and liabilities related to its interests in joint ventures 
8094 Accounting disclosures for leases by lessors for finance leases 19 14 
8095 Accounting disclosures for leases by lessors for operating leases 19 14 
8096 Disclosures on arrangements involving the legal form of a lease 15 11 
8097 A description of the arrangement and the accounting treatment applied to any fee received 22 17 
8098 Disclosures on impairment of assets 68 51 
8099 For each individual should disclose the impairment loss recognised or reversed 64 48 
8100 If impairment losses recognised ( reversed) during the period are material in aggregate to the 65 49 
FSs the enterprise should disclose that 
8101 Disclosure on inventories 71 53 
8102 The cost of inventories is determined using LIFO formula 2 2 
8103 Disclosures on construction contracts 34 26 
8104 The enterprise should disclose the gross amount due from customers for contract work as an 33 25 
asset; and the gross amount due to customers for contract work as a liability 
8105 Shareholders' equity disclosures 131 98 
8106 The FSs should include a description of the nature and purpose of each reserve within owners' 125 94 
equity 
8107 Treasury shares should be presented in the balance sheet as a deduction from equity 46 35 
8108 The acquisition of treasury shares should be presented in the FSs as a change in equity 41 31 
8109 Consideration received on the sale, issuance or cancellation of treasury shares should be 43 32 
presented in the FSs as a change in equity 
8110 The amounts of reductions to equity for treasury shares held should be disclosed separately, 
either on the face of the balance sheet or in the notes 45 34 
8111 Where the enterprise, or any of its subsidiaries requires its own shares from parties able to 
control or exercise significant influence over the enterprise, this should be disclosed as a related 64 48 
party transaction 
8112 Tax assets and tax liabilities 34 26 
8113 Current tax assets and current tax liabilities 46 33- 
8114 Deferred tax assets and deferred tax liabilities 33 25 
81 15 Unused tax losses and unused tax liabilities 24 18 
8116 The utilization of a deferred tax assets 13 10 
8117 Where the current and deferred tax assets and liabilities are measured at the tax rate applicable to 
undistributed profits 
21 16 
8118 Accounting disclosures for leases by lessees for finance leases 16 12 
8119 Accounting disclosures for leases by lessees for operating leases 16 12 
8120 A financial instrument should be classified as either a liability or as equity in accordance with 
substance of the contractual arrangements on initial recognition, and by reference to definition of 119 89 
a financial liability and an equity instrument 
8121 The issuer of a financial instrument that contains both a liability and an equity element, should 
classify the component parts separately in accordance with item 8120 above 
119 89 
8122 Interest, dividends, losses and gains relating to a financial instrument, or a component part, 
which is classified as a financial liability, should be reported in the income statement as expense 116 87 
or income 
8123 Distributions to holders of a financial instruments which are classified as equity instruments 
should be debited directly to equity 
111 83 
8124 A financial asset and a financial liability should be offset, when the enterprise has a legally 
enforceable right to set off the recognised amounts; and it intends either to settle on a net basis, 49 37 
or to realize the asset and settle the liability simultaneous) 
8125 The enterprise should disclose information on its financial risk management objectives and 
policies 88 66 
8126 The enterprise should disclose information about the extent and nature of the financial 
instruments for each class of financial asset and liability 102 77 
206 
8127 The enterprise should disclose information about the exposure to interest rate risk for each class 100 75 
of financial asset and liability 
8128 The enterprise should disclose information the exposure to credit risk for each class of financial 97 73 
asset and liability 
8129 The enterprise should disclose information about the fair value for each class of financial asset 67 50 
and liability 
8130 When it is not practical to disclose such fair value information that fact should be disclosed 76 57 
8131 Where an enterprise carries one or more financial assets at an amount in excess of their fair value 
should disclose the carrying amount and the fair value, and the reasons for not reducing the 64 48 
carrying amount 
8132 The enterprise should disclose information on its financial risk management objectives and 
j 87 65 or type of forecasted transactions licies including its policy for hedging each ma 
8133 The FSs should separately disclose information on the financial instruments designated as 21 16 hedging instruments 
8134 The FSs should disclose if a gain or loss on derivative and non-derivative financial assets and 
liabilities designated as hedging instruments in cash flow hedges has been recognised directly in 33 25 
equity 
8135 The FSs should disclose if a gain or loss from remeasuring available-for-sale financial assets to 60 45 
fair value (other than assets relating to hedges) has been recognised directly in equity 
8136 The fair value for financial assets cannot be reliably measured that fact should be disclosed 67 50 
8137 If financial assets whose fair value previously could not be measured reliably are sold, that fact 46 35 
should be disclosed 
8138 The FSs should disclose significant items of income, expense and gains and losses resulting from 85 64 
financial assets and liabilities as separate component of equity 
8139 If the enterprise has entered into a securitization or repurchase agreement, it should disclose 30 23 
separately for such transactions occurring in the current financial reporting period 
8140 If the enterprise has reclassified a financial asset as one required to be reported at amortised cost 61 46 
rather than at fair value, the reason for that reclassification should be disclosed 
8141 Disclosure should be made of the nature and amount of any impairment loss or reversal of 
impairment loss recognised for a financial asset, separately for each significant class of financial 67 50 
asset 
8142 A borrower should disclose the carrying amount of financial assets pledged as collateral for 82 62 
liabilities and any significant terms and conditions relating to pledged assets 
8143 A lender should disclose the fair value of collateral (both financial and non-financial assets) that 
it is accepted and that it is permitted to sell or sold, or repledged; and any conditions associated 48 36 
with its use of collateral 
8144 For employee benefits- defined contribution plans, the enterprise should disclose the amount 92 69 
recognised as an expense in the period 
8145 For employee benefits- defined benefit plans, the enterprise should disclose the total expense 92 69 
recognised in the income statement 
8146 An asset relating to one retirement benefit plan should be offset against a liability relating to 
another plan when the enterprise has a legally enforceable right and intends either to settle the 66 50 
obligations on a net basis 
8147 The enterprise should disclose a detailed information about the defined benefit plans 43 32 
8148 Where a multi-employer plan is accounted for as a defined benefit plan, the enterprise should 20 disclose the information in item 8147 15 
8149 Where a multi-employer plan is a defined benefit plan, but it is accounted for as a defined 
contribution plan because sufficient information is not available to use defined benefit 17 13 
accounting, the enterprise should disclose those facts 
8150 The enterprise should disclose information about the equity compensation benefits IS 11 
8151 Unless it is impractical to do so, the enterprise should disclose additional items about the fair 
value the enterprise equity financial instruments held or issued by the enterprise to equity 13 10 
compensation plans or to employees 
8152 If it is not practical to determine the fair value of equity financial instruments for disclosures 
under item 8151, that fact should be disclosed 
20 is 
8153 The enterprise should disclose the amount of the excess of the transitional liability that remains 18 
unrecognized and the amount recognised in the current period 
14 
8154 The enterprise should disclose if earlier adoption of specific amendments to IAS 19 regarding IS 1I the revised definition of plan assets, affect the financial statements 
8155 The enterprise should disclose if earlier adoption of specific amendments to IAS 19 regarding 
the asset ceiling test become operative for annual FSs covering periods ending on or after 31 May 8 6 
2002, affect the financial statements 
8156 Disclose information on provisions 104 78 
8157 Disclose for each class of provision ,a brief description of the nature of the obligation and the 
expected timinof any resulting outflows of economic benefits 
106 80 
8158 Disclose for each class of contingent liability at the balance sheet date ,a brief description of the nature of the contingent liabili 107 80 
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8159 Where applicable, disclose an estimate of the financial effect of the contingent liability, an 
indication of the uncertainties relating to the amount or timing of any outflow; and the possibility 102 77 
of any reimbursement. 
8160 Where an inflow of economic benefits is probable , the enterprise should disclose a brief 100 75 description of the nature of contingent assets at the balance sheet date 
8161 Where practical , the enterprise should 
disclose an estimate of the financial effect of contingent 101 76 
assets 
8162 Where any information required by items 8158 to 8161 is not disclosed , because it is not 65 49 
racticable to do so, that fact should be stated 
8163 Where any information required by items 8158 to 8161 is not disclosed , because disclosure of 
- some or all the information could be expected to prejudice seriously the position of the enterprise 74 56 
in a dispute with other parties that fact should be stated and the reasons 
8164 On the implementation of LAS 37, if comparative information is not restated that fact should be 128 96 disclosed 
8165 A venturer should disclose the aggregate amount of any contingent liabilities that the venturer 
has incurred in relation to its joint ventures and its share of each the contingent liabilities which 26 20 
have incurred jointly with other venturers, separately from other contingent liabilities 
8166 The FSs should disclose the amounts of commitments for the acquisition of property, plant and 98 74 
equipment 
8167 The FSs should disclose material contractual obligations to purchase, construct or develop 94 71 investment property, or for repairs, maintenance or enhancements 
8168 The FSs should disclose the amounts of commitments for the acquisition of intangible assets 71 53 
8169 A venturer should disclose the aggregate amount of any capital commitments that the venturer 
has incurred in relation to its joint ventures and its share of each the capital commitments which 22 17 
have incurred jointly with other venturers, separately from the amount of other commitments 
8 770 The FSs should disclose the nature and extent of government grants and other forms of 7 5 
government assistance from which the enterprise has directly benefited 
8171 Related party relationships where control exists should be disclosed in the FSs , irrespective of 101 76 
whether have been transactions between the related parties 
8172 If there have been transactions between related parties , the enterprise should disclose the nature 95 
of the related party relationships, the type of the elements of transactions 
71 
8173 Items of a similar nature should only aggregate when separate disclosure is not necessary for 94 71 
understanding of the effects of related party transactions on the FSs. 
8174 Separate disclosure should be made of the amounts payable to and receivable from the parent 84 63 
enterprise, fellow subsidiaries and associates, and other related parties 
8175 The enterprise should disclose the date when the FSs were authorized for issue. 36 27 
8176 if the enterprise's owners or others have the power to amend the FSs after issuance, the 74 56 
enterprise should disclose that fact. 
8177 The enterprise receives information after the balance sheet date about conditions that existed at 
the balance sheet date 
93 70 
8178 Where non-adjusting events after the balance sheet date are of such importance that non- 
disclosure would affect the ability of the users of the FSs to make proper evaluation and 113 85 
decisions, the enterprise should disclose this information 
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APPENDIX 7.1 
Listed Companies Annual Reports Examined and IFRS Disclosure Compliance Scores 
NO. Company Abbreviations IFRSCS Rank 
1 Chemicals & Synthesized Detergents CSDEG 0.23 1 
2 Giza Cables GCEG 0.31 2 
3 TRADECO TRADEEG 0.45 3 
4 Egyptian International Pharmaceuticals (EIPICO) EIPICOEG 0.46 4 
5 Cairo Trading CTEG 0.48 6 
6 El Shams Housing & Urbanization ESHUEG 0.48 6 
7 Oriental Weavers OWEG 0.48 6 
8 United Housing & Development UHDEG 0.49 8 
9 Misr Beni Suef Cement MBSCEG 0.50 9 
10 Egyptian Company for Mobile Services (MobiNil) ECBEG 0.54 10.5 
11 Natural Gas & Mining Project (Egypt Gas) NGMPEG 0.54 10.5 
12 Orascom Projects & Tourist Development (OPTD) OPTDEG 0.55 12 
, 13 AIC AICEG 0.56 15.5 
, 14 Ameriyah Cement AMCEG 0.56 15.5 
15 Arab World Egypt Travel & Tourism & Hotels AWETTHEG 0.56 15.5 
16 EL Ezz Porcelain (Gemma) EEPEG 0.56 15.5 
17 National Portfolio Securities plc NPSPJO 0.56 15.5 
18 Sinai Cement SCEG 0.56 15.5 
19 Egyptian Commercial Bank ECBEG 0.57 20.5 
20 Egyptian Financial Group-Hermes Holding Company EFGHHCEG 0.57 20.5 
21 Orascom Hotel Holdings (OHH) OHHEG 0.57 20.5 
22 Torah Cement TCEG 0.57 20.5 
23 Abco United Plastics & Chemicals Inc. AUPCIEG 0.58 25 
24 Egyptian Financial & Industrial EFIEG 0.58 25 
25 El Kahera Hosing EKHEG 0.58 25 
26 El Watany Bank of Egypt EWBEEG 0.58 25 
27 Suez Cement SUCEG 0.58 25 
28 Alexandria Cement ALEG 0.59 28 
29 Delta International Bank DIBEG 0.60 30.5 
30 Egyptian International Tourism Projects EITPEG 0.60 30.5 
31 EL Ezz Steel Rebars EESREG 0.60 30.5 
32 Uniceramic S. A. L. UNIMICLB 0.60 30.5 
33 Cairo Barclays Bank CBBEG 0.61 35.5 
34 Egyptian Media Production City EMPCEG 0.61 35.5 
35 Misr Cement (Qena) MCEG 0.61 35.5 
36 Orascom Telecom Holding (OT) OTHEG 0.61 35.5 
37 T3A Pharmaceutical Group TPGEG 0.61 35.5 
38 Telecom Egypt TEEG 0.61 35.5 
39 National Societe General Bank (NSGB) NSGBEG 0.62 39 
40 Alexandria Commercial & Maritime Bank ACMBEG 0.63 42.5 
41 Arab Life & Accident Insurance Co. ALAICJO 0.63 42.5 
42 Arab Polvara Spinning & Weaving Co. APSWCEG 0.63 42.5 
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43 Delta Industries (IDEAL) IDEALEG 0.63 42.5 
44 Misr International Bank (MlBank) MIBEG 0.63 42.5 
45 National Development Bank NDBEG 0.63 42.5 
46 Abu Dhabi National Co. for B&M ADNCBMUA 0.64 47.5 
47 Bahrain Tourism Co. (BTC) BTCBH 0.64 47.5 
48 Commercial International Bank (Egypt) CIBEG 0.64 47.5 
49 HSBC Bank Egypt HSBCBEEG 0.64 47.5 
50 Al Ahram Beverages (ABC) ABCEG 0.65 51.5 
51 Ciment Blancs S. A. L. CBSALLB 0.65 51,5 
52 Egyptian American Bank EABEG 0.65 51.5 
53 Orascom Construction Industries (OCI) OCIEG 0.65 51.5 
54 Egyptian Electrical Cables EECEG 0.66 54.5 
55 Jordan Paper & Cardboard Factories Co. Ltd. JPCFCLJO 0.66 54.5 
56 Al-NisrAl-Arabi Insurance Co. Ltd. ANAICLJO 0.67 58 
57 Bank of Beirut S. A. L. & Subsidiaries BBSALSLB 0.67 58 
58 International Tobacco & Cigarette Company ITCCJO 0.67 58 
59 Oasis International Leasing Company OILCUA 0.67 58 
60 Solidere S. A. L. SOLIDRLB 0.67 58 
61 KAMCO KAMCOKU 0.68 61.5 
62 National Industries Co. for Building Mat. NICFBMKU 0.68 61.5 
63 Jordan Investment Trust JITJO 0.69 63 
64 Arab Jordan Investment Bank AJIBJO 0.70 64.5 
65 Gulfinvest International KSCC GIIKU 0.70 64.5 
66 Kuwait Computer Company KCCKU 0.71 66 
67 Abu Dhabi Aviation Co. ADACUA 0.72 69.5 
68 ESTERAD ESTERADBH 0.72 69.5 
69 Hilal Cement Company K. S. C. C. HCCKU 0.72 69.5 
70 Holcim HOLCIMLB 0.72 69.5 
71 Independent Petroleum Group (IPG) IPGKU 0.72 69.5 
72 The Arab Potash Company Limited APCLJO 0.72 69.5 
73 Arab Bank Group ABGJO 0.73 75 
74 Arab Insurance Group AIGBH 0.73 75 
75 Jordan Insurance Co. Pic. JICPJO 0.73 75 
76 National Mobile Telecommunication Co. NMTCKU 0.73 75 
77 The Bahrain Ship(BASREC) BASRECBH 0.73 75 
78 Al-Ain Ahlia Insurance Co. AAICUA 0.74 81- 
79 Export & Finance Bank EFBJO 0.74 81 
80 Gulf Bank of Kuwait GBOKKU 0.74 81 
81 Kuwait Cement Company K. S. C. KCCKSKU 0.74 81 
82 Kuwait Commercial Market Complex Co. KCMCCKU 0.74 81 
83 Mashreq Bank MBUA 0.74 81 
84 Union Properties UNPOUA 0.74 81 
85 Burgan Bank (BURG) BURGKU 0.75 87.5 
86 Gulf Cement Co. GCCUA 0.75 87.5 
87 Jordan Investment & Finance Bank JIFBJO 0.75 87.5 
88 Kuwait Finance House KFHKU 0.75 87.5 
89 Takaful International Co. TICBH 0.75 87.5 
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90 United Industries Company (K. S. C. C. ) UICKU 0.75 87.5 
91 Automated Systems Company ASCKU 0.76 93 
92 Bahrain Commercial Facilities BCFBH 0.76 93 
93 Bank of Jordan BOJJO 0.76 93- 
94 Commercial Bank of Dubai PSC CBODUA 0.76 93 
95 Gulf Cable and Electrical Industries Co. (K. S. C. ) GCEICKU 0.76 93 
96 Abu Dhabi Commercial Bank PJSC ADCBUA 0.77 97.5 
97 National Bank of Kuwait NBOKKU 0.77 97.5 
98 National Corporation of Tourism NCOTUA 0.77 97.5 
99 National Petroleum Services Company NPSCKU 0.77 97.5 
100 Dubai Islamic Bank DIBUA 0.78 102.5 
101 First Gulf Bank FGBUA 0.78 102.5 
102 Jordan National Bank JNBJO 0.78 102.5 
103 Livestock Transport & Trading Co. K. S. C. LTATCKU 0.78 102.5 
104 National Bank of Abu Dhabi NBOADUA 0.78 102.5 
105 National Bank of Bahrain NBBBH 0.78 102.5 
106 Bahrain Kuwait Insurance BKIBH 0.79 106.5 
107 Tabreed TABREEDUA 0.79 106.5 
108 AI-Ahli United Bank AUBBH 0.80 110.5 
109 Batelco BATELCOBH 0.80 110.5 
110 Cyprus Airways Ltd. CALCY 0.80 110.5 
111 Emirates Bank Group EBGUA 0.80 110.5 
112 Emirates Insurance Co. EICUA 0.80 110.5 
113 The Public Warehousing Company PWCKU 0.80 110.5 
114 Bahrain Cinema Company BCCBH 0.81 115.5 
115 Bahrain Hotels Company BHCBH 0.81 115.5 
116 Jordan Kuwait Bank JKBJO 0.81 115.5 
117 Union National Bank UNBUA 0.81 115.5 
118 Abu Dhabi Islamic Bank ADIBUA 0.82 119 
119 Arab Banking Corporation ABCBH 0.82 119 
120 Universal Bank Public Ltd. UBPLCY 0.82 119 
121 Hellenic Bank Ltd. HBLCY 0.83 121 
122 Atlantic Insurance Company Ltd. AICLCY 0.84 122 
123 Bahrain Duty Free Shop complex BDFSCBH 0.85 123.5 
124 Kanika Hotels Public Company Ltd. KHPCLCY 0.85 123.5 
125 Muskita Aluminum Industries Ltd. MAILCY 0.86 125.5 
126 National Hotel Company NHCBH 0.86 125.5 
127 AI-Ahlia Insurance Company AICBH 0.87 128 
128 Cyprus Cement Company CCCCY 0.87 128 
129 The Bahrain National Holding Co. BNHCBH 0.87 128 
130 CLR Financial Services CLRFSCY 0.88 130 
131 Bahrain Islamic Bank BIBBH 0.90 132 
132 Bank of Cyprus Group BOCGCY 0.90 132 
133 KEO Ltd. KEOLCY 0.90 132 
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APPENDIX 7.2 
Correlation Coefficients for Compliance with IFRS Disclosure Index and Independent 
Variables 
Correlation Coefficients 
IFRSCS FST NFST IST FDI2GDP FDI2GFCF TOPS 
ROAVE 
IFRSCS 1.000 . 308(") -. 
037 -. 299(") . 466(") . 
530(") -. 337(") . 013 
FST . 308(") 
1.000 -. 538( -. 558( . 103 . 
099 ". 204(') 074 
NFST ---037- 
--. 538(-) 1.000 -. 400(") -. 007 . 047 -. 
031 -. 019 
IST -. 299(") ". 558(") -. 
400(") 1.000 -. 105 -. 154 . 253(**) -. 
062 
FD12GDP . 466(") . 
103 -. 007 -. 105 1.000 . 959(") . 
009 -. 262("") 
FD12GFCF . 530(") . 
099 . 047 -. 
154 . 959(") 
1.000 -. 034 -. 226(") 
TOPS -. 337(") -. 204(`) -. 
031 . 253(") . 
009 -. 034 1.000 -. 185(') 
ROAVE . 013 . 
074 -. 019 -. 062 -. 262(") -. 226(") -. 
185(*) 1.000 
AUDTOR . 392(") . 
079 . 070 -. 
155 . 176(*) . 
266(**) -. 063 . 019 
TOTASTS -. 049 . 131 -. 
069 -. 074 -. 026 -. 034 . 
055 . 060 
GDPPC . 609(") . 
137 . 114 -. 260(") . 
130 . 233(**) -. 
305(") . 112 
GOVIND . 764(") . 
234('") . 070 -. 
324(") . 472(**) . 
531(") -. 331(") . 027 
ECOFRDM -. 793(") -. 287(-) -. 
043 . 355( -. 492(") -. 
599( . 366(**) -. 
034 
MKTOVR -. 172(`) . 171(') . 
090 . 098 -. 
612("*) . 040 . 
149 
MKTCAP 624(") 182(') 106 -. 
303(") . 277("*) . 
367(") -. 281(") . 060 
AUDTOR TOTASTS GDPPC GOVIND ECOFROM MKTOVR 
MKTCAP 
. 392(") -. 
049 . 609(") . 764(**) -. 
793("') -. 172(") . 624(") 
. 079 . 
131 . 137 . 
234(") -. 287(u) -. 171(') . 182(') 
. 070 -. 
069 . 114 . 070 -. 
043 . 090 . 106 
K 
-. 155 -. 074 -. 
260(") -. 324(") . 355(") . 
098 -. 303(") 
. 176(') -. 
026 . 130 . 472('") -. 492("') -. 
588(") . 277(") 
. 266(") . 
034 . 233( . 531("') . 
599(") -. 612(") 367('") 
-. 063 . 055 -. 
305("') -. 331 . 366(") . 
040 -. 281("") 
ROAVE . 019 . 
060 . 112 . 027 -. 
034 . 149 . 060 0 
AUDTOR 1.000 -. 108 . 395(") . 
348(**) -. 312('") . 005 . 222(*) 
TOTASTS -. 108 1.000 -. 067 -. 
079 . 088 . 
007 -. 072 
GDPPC 395(") -. 067 1.000 . 893(**) . 
775("') 018 . 422(**) 
GOVIND . 348(**) -. 
079 . 893('") 
1.000 -. 935(") .. 174(*) . 
631(**) 
ECOFRDM -. 312(") . 088 -. 775(") -. 935(") 
1.000 . 361(") -. 
679(") 
MKTOVR . 005 . 
007 . 018 -. 174(*) . 
361(") 1.000 . 223(**) 
MKTCAP . 222(*) -. 
072 . 422("') . 631(") -. 
679(") 1.000 
* Correlation is significant at the 0.05 level ** Correlation is significant at the 0.01 level (2-tailed). 
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APPENDIX 7.3 
Normal P-P Plot of Regression Standardized 
Residual 
Dependent Variable: Log Odds IFRSCS 
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APPENDIX 7.4 
Table 7.4.1. ' Further-Reduced Standard Multiple Regression Analyses of 
Determinants of the Extent of Compliance with IFRS Disclosure Requirements 
Model 
MODEL SUMMARY 
Standard error Fvalue F-significance Rsquare Adjusted R square 
0.29757 77.044 0.000 0.752 0.742 
Coefficients Collinearity Statistics 
Variables B Beta I-value Significance Tolerance VIF 
(constant) -1.635 -5.883 0.000*** 
Foreign Direct Investment (FDVGFCF (%)) 1.589 0.263 4.920 0.000"* 0.685 1.460 
Capital Market Size (TRICIGDP in %) 0.004 0.229 3.938 0.000*'* 0.578 1.729 
Country Governance Regime (GOVIND) 0.020 0.461 6.960 0.000*" 0.444 2.251 
Top 3 Shareholder own 5% or more ('/") -0.268 -0.092 -1.915 0.058"0 0.851 1.174 
Company Size (Log Total Assets) 0.133 0.211 4.653 0.000*'* 0.948 1.054 
***, **, * indicate significant at less than the 1%, 5%, 10% level, respectively 
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APPENDIX 7.5 
Table 7.4.1d Standard Multiple Regression Analyses of Determinants of the Extent of 
Compliance with IFRS Disclosure Requirements Model (for financial listed companies) 
MODEL SUMMARY 
Adjusted R 
Standard error F value F-significance R square 
square 
0.11220 18.244 0.000 0.753 0.711 
Collinearity 
Coefficients 
Statistics 
Signifcanc Toleranc 
Variables B Beta t-value VIF 
e e 
(constant) -0.445 -2.567 0.013** 
Foreign Direct Investment (FDI/GFCF 0.632 0.315 2.141 0.037** 0.238 4.204 
in 
Capital Market Size (TAM/GDP in %) 0.002 0.228 2.143 0.037** 
0.457 2.189 
Activity on Capital Market (TR %) -0.002 -0.124 -1.106 
0.274 0.409 2.443 
Country Governance Regime (GIs in 
0.008 0.507 5.225 0.000*** 0.547 1.827 
Top 3 Shareholder own 5% or more -0.029 -0.026 -0.315 0.754 0.756 1.322 
(%) 
0.032 0.153 1.855 0.070* 0.756 1.323 
Company Size (Log Total Assets) 
0.143 0.104 1.136 0.261 0.617 1.622 
Profitability (ROME In %) 
Type of External Auditor -0.025 -0.054 -0.650 
0.519 0.738 1.355 
***, **, * indicate significant at less than the 1%, 5%, 10% level, respectively 
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APPENDIX 7.6 
Standard Multiple Regression Analyses of Determinants of the Extent of Compliance 
with IFRS Disclosure Requirements Model 
MODEL SUMMARY 
Standard error Fvalue F-significance R square Adjusted R square 
0.29390 40.309 0.000 0.768 0.749 
Coefficients Collinearity Statistics 
Variables B Beta t-value Significance Tolerance VIF 
(constant) 1.403 3.279 0.001""' 
Foreign Direct Investment FDUGFCF (%) 2.156 0.356 4.339 0.000"" 
0.282 3.543 
Capital Market Size (T11IC/GDP in "/. ) 0.000 -0.020 -0.206 0.837 
0.193 5.186 
Activity on Capital Market (A1kTOVR) 
0.008 0.264 2.813 0.006"" 0.216 4.620 
Political Influence (ECOFRDDI) -0.599 -0.635 -6.842 0.000"0" 0.221 4.529 
Top 3 Shareholder own 5% or more ("/. ) 
-0.251 -0.086 -1.741 0.084" 0.784 1.276 
Company Size (Log Total Assets) 
0.103 0.163 2.962 0.004"4" 0.628 1.591 
Profitability (ROAVE in %) 
-0.045 -0.013 -0.274 0.785 0.876 1.142 
Type of External Auditor 
0.085 0.068 1.317 0.190 0.715 1.399 
Financial Sector 
0.037 0.031 0.496 0.621 0.473 2.115 
Non-Financial Service Sector -0.057 -0.044 -0.812 0.418 
0.649 1.542 
***, **, * indicate significant at less than the 1%, 5%, 10% level, respectively 
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